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A Bibliography 4 advance industry best practices, SAP is constantly developing new products that 
57 allow their customers to respond to dynamic market conditions and help them 

B Glossary maintain competitive advantage. 
459 In 1979, SAP released its mainframe product called R/2. Materials Management 
(then called RM) was a core module of this release. SAP dominated the German 
market, and in the 1980s SAP developed a broader market in the rest of Europe. 


C About the Author 465 
| In 1992, SAP developed the client/server application we all know now as R/3 
Index This allowed SAP to bring the software to the U.S. market and within a few years 

467 SAP became the gold standard for ERP software 


| 

When businesses chose SAP as their enterprise application software, they identi- 
fied the integration of the modules as a key advantage. Many other software com- 
panies used a best-of-breed approach and developed highly complex interfaces to 
integrate the separate software packages. Supporting and maintaining just one 
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system rather than several systems with different hardware platforms has yielded 
a significant cost saving for companies. 


1.1.2 Core SAP Functionality 


SAP was originally developed as an enterprise application-software package that 
was attractive to very large manufacturing companies. As the number of compa- 
nies adopting SAP began to grow, a number of smaller companies in many differ- 
ent industries came to believe that SAP was the product that could give them a 
competitive advantage 


Many of these companies required just the core SAP functionality. That usually 
comprises Fl, MM, SD, and PP. Often companies would start their implementa- 
tions with this core functionality and then on the second and third phases of their 


implementations they would introduce functionality such as CO, WM, Human 
Resources (HR), etc. 


In Release 4.7 Enterprise of SAP R/3, the company introduced the concept of the 
Enterprise Core. This included all of the R/3 4.6 functionality. It did include some 
limited functional enhancements and developments to the existing 4.6 function- 
ality. SAP announced that, going forward, all legal changes and support packs, 


including stabilization and performance enhancements, would be applied at the 
Enterprise Core level, . 


For Release 4,7 Enterprise, several core areas are included. These are Finance (Fl, 
CO), Human Resources (HR), Product Lifecycle Management (PP, AM, QM), and 
Supply Chain Management (WM, PP, MM). 


SAP has now introduced mySAP ERP, which is the next level of SAP R/3 evolution. 
This new software suite includes four core functional areas. These are mySAP ERP 
Financials (Fl, CO), mySAP ERP Human Capital Management (HR), mySAP ERP 
Corporate Services (QM, EH&S), and mySAP ERP Operations (PP, WM and MM) 


As SAP develops more extensive solutions and tools for its customers, Materials 
Management continues to be an important part of the foundation on which sub- 
sequent functionality is built. 


1.2 Materials Management as Part of Logistics 


1.2.1 Definition of Logistics and Supply Chain 


Logistics can be defined as the management of business operations, including the 
acquisition, storage, transportation, and delivery of goods along the supply chain 


‘The supply chain can be defined as a network of retailers, distributors, transport- 
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ers, storage facilities, and suppliers that participate in the sale, delivery, and pro- 


duction of a particular product 


4.2.2. Management of the Supply Chain 
From these definitions it is clear that materials management is an integral part of 
the Logistics function within SAP. There are three flows that are important when 


we look at MM in the supply chain. These are: 


> The material flow 
> The information flow 


> The financial flow 


The Material flow? describes the movement of materials from the — nie 
company and then on to the customer (and, potentially, customer goal 
companies are integrating with suppliers and sustomers, not ae gee 
Therefore any improvements companies can provide to the i y hs 
material flow will allow them to be flexible and tesponsive to their cus! — 
Customers will want to do business with companies who are ae 
companies will also be able to gain a competitive advantage and increase 

share by being more flexible, quicker, more dependable. 


The(information flovis includes the transmitting of orders (including EDI, fax, iene 
Sears 5 ae ae 

d updating the status of all deliveries. Companies that can show customers al 
aoe i competitive advan- 


vendors viability by using real time information have a distinct 
tage over others. 
‘ed at each mate- 


Thefirancial flow includes the financial documents that are creat 
einanda Te it 
rial movement. 


4.2.3. SAP and Logistics 

We have defined the Logistics function and the flows within the'supply tone 
how does SAP help clients to manage this supply chain to gain a compe’ 
advantage? 
SAP R/3 software provides a company with the ability to have the correct ern 
als at the correct location at the correct time, with me cores: chen an ae 
most competitive cost. The competitive advantage is a ae. ve 
can manage the process. This involves managing the company, s relat ne + 
its vendors and customers. It also, involves controlling their Lesa coke 
customer demand, and receiving timely information with regards to all asp 


the supply-chain transactions. 
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wn we break this down and look at the modules involved in the management 
of the supply chain, we can see that although materials management is an integral 
part of Logistics, it is only part of the big picture. 


The Logistics function in SAP includes the following: 


> Materials Management (MM) 

> Sales and Distribution (SD) 

> Quality Management (QM) 

> Plant Maintenance (PM) 

> Production Planning (PP) 

> Project Systems (PS) 

> Finance (Fl) 

> Warehouse Management (WM) 

> Logistics Information System (LIS) 

There is additional functionality in the Logistics area, such as Batch Management, 
Handling Unit Management, Variant Configuration, Engineering Change Mesa. 


rd and Environmental, Health, and Safety (EHS). These can be important in 
the Logistics area, depending on the individual customer requirements. 


1.3 MM Integration with Other Modules 


ie is thus one of many modules that are important in the Logistics function of 
. Looking at the supply chain we can see where MM integrates with the other 
modules to create an efficient product for managing the supply chain 


1.3.1 The Material Flow of the Supply Chain 


As defined already, the material flow is the movement of the material from th 
vendor to the customer. To instigate a flow, a material need would be hav ‘ be 
created by either the Production Planning module (PP) via a materials ie : 
ments planning (MRP) system(oh bya sales order created in Sales and ee 
SD) The need is created, and a Purchase Requirement is sent to the vendor 2") 
relating to instructions on delivery date, quantity and price. ve 


The vendor sends the material, and it is revived and may be subject to a quality 
inspection in Quality Management (QM). Once approved, the material can be 


stored and may be stored in a warehouse using Warehouse Management (WM) (4 > 


The material could be required ina Production Order in Production Planning (PPS) 
or be part of a larger project defined in Project System (PS). a 
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Once a final material is available for the customer, it can be picked from the ware- 
house and shipped to the customer using the SD module GS 


From the description of this simple flow it is easy to see that MM is highly inte- 
grated with the other SAP modules 


4.3.2. The Information Flow of the Supply Chain 


Using the simple example described in the next paragraph, the information flow 
can be easily understood. 

D 
Initially, there may be an order from a customer. This order could be transmitted 
via electronic data interchange (EDI) to the SAP system. The information on SAP 
will communicate whether the item is in stock, and if not the information is sent 
to the MRP tool. Information is sent back to the customer giving the delivery 


date. 


The MRP tool takes all the — regarding the production schedules, 
capacity of the production facility, and the available materials involved in produc- 
tion to create production orders and material requests that appear_as information 


in the procurement system. 


The information in the procurement system creates orders with required delivery 
dates, which are transmitted to vendors. The return information from the vendor 
will confirm the date of delivery of the material. 


The vendor can send EDI transmissions informing the company of the status of 
the delivery. + 

\ 
Upon receipt of the material, information is passed from the receiving documents 


to the warehousing system (WM), in order to store the material correctly. The 
information is passed to the production systems (PP) to calculate if the produc- 


tion order is ready to co! et 


Once the material is ready to ship, SAP produces information for shipping (SD) 
and can send that information to the customer.@ a 


At all of the touch points with SAP, information has been recorded and are avail- 
able to be reviewed and analysed. The more information that is shared across the 
total supply chain, the more cost benefits can be achieved with improvements 
based on the analytical data. The Logistics Information System (LIS) and other 
standard reports in SAP can give the supply-chain management team invaluable 
insights into how their logistics function operates. 
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1.3.3. The Financial Flow of the Supply Chain 


The typical flow of financial information in the supply chain includes the invoices 
received by the company from their vendors, the payments to the vendors, the 
billing of the customers for the materials, and the incoming payments. 


The vendor supplies material to the company and sends an invoice to be paid 
against. The company has choices within SAP on how to pay the vendor: either 
Pay on receipt of the materials (two-way match), or more often, on receipt on the 
vendor invoice (three-way match). The accounts payable department carries out 
this function. The invoice-verification process within SAP is an excellent example 
of the integration between the MM and Finance modules. 


Working Capital, Days of Inventory, Days Sales Outstanding and Days Payables 
Outstanding. The integration of MM and the other key modules within the Logis- 


tics function combine to provide this important information in an accurate and 


timely fashion 


Developments in the financial flow of the supply chain have direct impacts on the 
MM module. The imaging of invoices is an important development that allows 
companies to scan the incoming invoices (either internally or using a third party) 
and create a Workflow (WF) to speed approval. A message is sent to the pur- 
chaser, and approval time is shortened. 


Companies now use Procurement cards (P-cards) to reduce costs and speed up 
the financial flow. Purchasing with a P-card ties purchasers into an approved ven- 
dor list and allows companies to focus on obtaining discounts and favourable 
rates with certain vendors. The other benefit is that the P-card reduces the invoice 
processing by the accounts payable department. The individual purchases are 
managed by spending limits associated with each p-card user and payment is 
made directly to the vendor by the P-card company. The use of P-cards is an 
example of how developments in the supply-chain management outside of SAP 
influence the integration between SAP modules, in this case Fl and MM. 


In this chapter we have seen that the Materials Management module of SAP is a 
core component of any SAP implementation. MM can be described as the engine 
that drives the supply-chain functionality within SAP. It also integrates with most 
other SAP modules in some way. The aim of the following chapters is to focus the 


reader on the functionality and configuration of MM and its complex integration 
with other SAP modules, 
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2 MM Organizational Structure 


Correctly defining the Materials Management organizational structure 
is the foundation for a successful SAP implementation. It is extremely 
important to make accurate decisions about entities such as company 


codes, plants, and storage locations. 


In any new SAP implementation, there area number ridecisions ron 
made in order to ensure a successful project. Decisions regarding - ss 
ture, company codes, plants, and warehouses are all important to ee on 
require knowledge of the objects to be decided upon and consensus 


customer and the project-implementation team. 


24 Client Structure 


2.1.1 What is a Client? 


A company that purchases SAP software will install it on its servers, which is then 


z : y : 
configured for its specific needs. This is called an instance. Companies cana 
more than one SAP instance, but they will exist on different SAP systems. Within. 


one SAP instance, a number of clients will be created. We define a client sil 
organizational and legal entity in the SAP system. The master data ‘ protected 
i i i be accessed from outside. The master data i 

Within the client, as it cannot be acce : 

ent is only visible within that client and cannot be displayed or changed a 
ie " : 

another client. There will be multiple clients in a SAP system. Each of these cl Pa 

can have a different objective and each client represents a unique —— 3 

data. Objects can be either client depen- 

client has its own set of tables and user n 

dent or client independent. When SAP objects are used by only one client, ro 

are defined as client dependent. There are objects, such as ABAP/4 eee ie 

are used by all the clients in a SAP system These objects are called client indep 


dent. 


i } which are dis- 
SAP delivers the software with three clients: 001, and 066) which are 


cussed below. 


Client 000 


This is the SAP reference client, and it contains tables with default settings but no 


d, using the client copy function, to create 


master data, Client 000 can be copie b y 
the ee will be used in the implementation. For important ee 
work, you will need to log on to SAP Client 000. For configuration of the Correc: 
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tion and Transport System (CTS), this client must be used. Client 000 also plays an 
important role in upgrade processes, Each time an SAP customer upgrades its sys- 
tem, client-dependent changes automatically will be upgraded in Client 001, and 
the changes then can be copied to other clients. Client 001 should not be 
changed or deleted from the system. 


Client 001 


This is delivered as the preparation production client. It is initially identical to Cli- 
ent 000. After any upgrades, Client 001 will not be identical to Client 000, Cus- 


tomizing can be done in this client but it cannot be used as the production client. 
SAP customers can choose whether to use or not to use this client. 


Client 066 


This is the client used by SAP for its SAP Early Watch service. This client enables 
SAP to remotely access the customer system. SAP provides this service to the cus- 
tomer to improve system performance and for system support. SAP recommends 
having an Early Watch session before a customer's implementation goes live and 


another after the go-live date 


2.1.2 Creating the Client Landscape 


Once the SAP software has been installed with the three delivered clients, the 
technical team will need to create a number of clients that reflect the customer 
needs, The general client structure for a SAP implementation would include a 
development client, training client, quality client, and production client. 


The development client is where all development work should take place. There 
may be more than one development client created. For example, there may be a 
sandbox client, for general users to Practice and test configuration. In addition, 
there may also be a clean or golden development client where the specific config- 


uration is made and from which it is then transported to the quality client for 
review before moving to the production client, 


tation. 


Other clients may be needed for Business Information Warehouse (BW) and other 
components such as Enterprise Buyer Professional (EBP) and Customer Relation- 
ship Management (CRM) 
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ures 
To successfully manage this client environment, there should be strict proced 

e ‘ 
and security so that the integrity of the clients is maintained. 


2.1.3. Defining a Client 
There are four aspects to be considered when defining a client. These are 


described below. 


Organizational Structure 7 : 
aeaistoier should define a client as the highest organizational unit in its org 


nizational structure. The client is the basis for the construction a d configuration 
hi he basis for th ti ni nfigi 


of other organizational units. 
of other organization’ 


Business Environment : at 
A client should be a representation of a holding company or group of compa 


in the physical business world 


chnical Environment 
ie client defines the boundary of the master data. The information can only be 
e 


accessed inside the client. 


Work Environment oe 
The client is the work area that end users interact with the system. Ninety per 


of the tables in the client are client dependent 


2.4.4 Correction and Transport System (CTS) 


Pp! to the 
Changes created in the development client must be moved, or eae ies 
ing a duction client. The is the vi 
quality testing and then to the pro’ T i 
ality client for = 
by which you can move objects such as programs, screens, configurations © 
ae settings from one client to another. The CTS provides ane an 
between the clients by maintaining log entries. The CTS provides a standar 


procedure for managing and recording changes made to a client. 


i been 
When you are configuring functionality in the development client that 7 0 
designated as the client to migrate from, you will find that saving the config 


tion will require extra steps 


i uire 
On saving, there will be an Enter change request dialog screen. This will ies . 
i reque: 
i i tep to an existing Customizing 
‘ou to either add this configuration s einer 
“ a new request. If you opt to create a new request, another pop: re si! a 
will appear that requires a short description of the change you are making 
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that may default the other information, such as your user ID, source client, cate- 
gory, and target client. If the target client is blank, ensure that you enter the cor- 
rect target client for your change request. 


On saving this change request, the system will display the change-request num- 
ber. The system will have saved the configuration change you have made and 
logged that change in the change request, 


The change request can be viewed by using transaction code SEO1. On the initial 
screen, enter the change request number, or press F4 to find your request. Click 
on the display button and the request will be displayed. By expanding the view it 
is possible to see the changes that have been made to the tables in the current cli- 
ent and that will be migrated to the target client. If you have authorization, you 
may also release the change request so that it can be migrated. If you do not have 


authorization, the change request will need to be released by a designated 
resource. 


By using transaction code SE10, you are able to see all requests and repairs that 
are owned by a user ID. It is important to note that a change request cannot be 
released if it is empty, if the objects are not locked properly, or if the objects are 
not locked in another task or change request. The next section will explain the 
functionality of company codes, creating and assigning a client. 


2.2 Company Code 


2.2.1 What is a Company? 
The U.S. Census Bureau (2002) defines a company as follows 


“A company comprises all the establishments that Operate under the ownership or 
control of a single organization. A company may be a business, service, or member- 
ship organization; it may consist of one or several establishments and operate at 
one or several locations. It includes all subsidiary organizations, all establishments 
that are majority-owned by the company or any subsidiary, and all the establish- 
ments that can be directed or managed by the company or any subsidiary.” 


SAP defines a company and a company code separately. SAP defines a company 
as the smallest organizational unit for which legal financial statements can be pre- 


pared. A company can contain one or more company codes, but they must use 
the same chart of accounts and the same fiscal-year breakdown. 


SAP defines a company code as the smallest organizational unit for which a com- 
plete self-contained set of accounts can be drawn up. You will be able provide 
data for generating balance sheets and profit-loss statements. The company code 
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i an) 
will represent legally independent companies. Using more than one company 


code allows a customer to manage financial data for different independent com- 


panies at the same time. 
ae 


For example, when a customer is deciding on its organizational ae ae 
tomer can use one or many company codes. Thus, if a U.S. ee 3 z MG 
its organization in Canada and in Mexico, it may decide that it sho 
(ae any codes. The company-code currencies can be different for each 

Be rent i they would be required to use the same chart of accounts. 


2.2.2 Creating a Company Code 


The creation of a company and company codes is usually part of the Financials 
e 


configuration, but you may need to create these on occasion: 
scontigure 


The company field is defined in transaction OX15. It is defined as a six- character 


alphanumeric string. The navigation path is IMG - Enterprise Structure - Defini- 


tion - Financial Accounting - Maintain Company. 


The company code can be created using transaction Ox02. The va vee be is 

initis i i ing - Define, Copy, 
i + Definition - Financial Accounting 
IMG - Enterprise Structure lobesiaie sei 
field is defined as a four-character alp! 

Delete, Check Company Code. The 

meric string. In transaction OXO2, it is possible to copy from an existing company 

code and change the name, city, and country to your company details. This trans 

action will update table T001. 


After creating the company code, you will need to maintain the company bes 
address. To do this you need to use transaction OBY6. This transaction will update 


table SADR 


2.2.3. Assigning a Company Code 


i \f 
Once a company code has been defined, it must be assigned to _a_ number af 
Objects, In the IMG, there are a number of financial configuration steps that nee: 
to be cariled out. The company code can be assigned to the following: 


Cc Credit Control Area 


(®)Financial Management Area 


ee he structure, 
The next section follows on from the SAP structure of a company to the stru i 


creation and assignment of a plant. 
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E 2.3 Plants a EEE 
a P lei se\eee/Ohk 
L- 2.3.1 What is a Plant? 
Ps \jpaaaa 
“| The definition of a plant depends on its use. From a materials-management view, an rae 
a plant can be defined as a location that holds valuated stock. A production-plan- Nome 
| ning view defines a plant as an organizational unit that is central to production Name 2 serecags 
planning. A plant also can be defined as a location that contains service or main- Detailed information = 
tenance facilities. The definition of a plant will vary depending on the need of the ei tines  SSXOReT ST | 
f customer. Son | Peat | 
Postal Code iS ee 
2.3.2. Prerequisites for a Plant ad a 
| urn Key a 
Before setting up a plant, certain other settings need to be defined. These are Regen — 
described below. ae — | 
Jisiton Code lem 
Factory Calendar | See J 
A factory calendar identifies the workdays, public holidays, and company holi- : 
days. The SAP system is delivered with some factory calendars, but a new factory Figure 24 Initial Screen for Entering a Plant 
calendars can be configured based on a company's schedule. 
Country Key 
A country key is required to define a plant. The system is delivered with country 
. keys, and new country codes need to be configured if they are not in the system. 
ch tems = 
Region Keys _  —_—_—_ 
A region code is required along with the country code. The region is defined as a Suen eaesse = <a aero ie 
| state or province associated with a country. Steet/House ruber ree 
: cars SH 
; | 
4 2.3.3. Defining a Plant este Sa 
PO box address | 
; A four-character string defines the plant field. It can be configured using transac- POBox = 
E tion OX10. The navigation path is IMG + Enterprise Structure + Definition - pone Coxe, —— 
P Logistics—General - Define, Copy, Delete, Check Plant. — Eee 
y | Communication — 7 
Ee, Figures 2.1 and 2.2 show, respectively, the program screen for entering initial | Language Enoich =] _Oiter communica: = | 
plant information and the screen for entering secondary information once the ini- Teerer es 2 | 
i tial information is entered, uae ES 3 
lsrentcesee)| —=I 
| Figure 2.2 Screen for Entering Secondary Information 
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2.3.4 Valuation Level 


Th is i 
e valuation level is an important configuration step because it specifies the level 


eWwhi i 
é which material stocks are valuated for the whole client. There are two options 
or the valuation level: plant level or company code level : 


re valuation level can be defined using OX14. The navigation path is IMG 
nterprise Structure - Definition » Logistics—General - Define Valuation Level 


5 P 

oe several situations in which there should be valuation at the plant level 

eg. i i m 
8-, if Production Planning or Costing will be implemented, or if the application 


is using the SAP retail system. Once ation etermin should not be 
y a valuation is determined, it should bi 


2.3.5 Assigning a Plant 


fe] 
ie a valuation level has been established, it is possible to assign a plant to an 
2 2 
oe a company, code, This assignment is performed so that all plant transactions 
‘ See AUS ASLO 
a e atrbuted to a single legal entity; that is, a company code. This can be 
ieved in OX18. The path for this transaction is IMC 
, a is IMG - Enterprise Structure - 
Assignment - Logistics—General - Assign Plant to Company fits ° 


Figure 2.3 illustrates the assignment of plants to company codes. A plant is 


assigned to one company code, but mpan can have more than one 
, but a company code 
plant assigned to it. : : 


= change View “Storage locations”: Overview, 
Table View Edit Goto Selection Utiities ‘System Hep 


7] a nn) 
|P twine DRARAB 
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2-1 Storage locations 
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Figure 2.3. Assignment of Plants to Company Codes 
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This section has described the importance of the plant within the organizational 
structure and now in the next section, the storage location functionality is explained. 


2.4 Storage Locations 


2.4.1 What is a Storage Location? 


In its systems, SAP traditionally defines a storage location as a place where stock 


is physically kept within a plant. There will always be at least one storage location 
defined for one plant. It is the lowest level of location definition within the Mate- 


rials Management module. 

When we look at a physical storage location, there are no set rules on how a stor- 
age location should look. Some SAP customers may have a highly developed 
inventory-monitoring system that uniquely defines a physical location, storage 
bin, tank, tote, tray, draw, cabinet, etc., as a location that contains inventory sep- 
arated from other inventory. Depending on the physical size of the materials 
involved, this may be as small as a 5cm square bin or as large as a whole building. 


Some customers may not have sophisticated inventory systems, and you may be 
presented by a location with no obvious storage definitions. Materials may not be 
stored in individual locations and may be mixed without procedural picking or 
placement strategies. In this case, an assessment of the current state and propos- 
als on how to re-engineer the storage facility would be appropriate before trying 
to define storage locations. 


Although the storage location is the lowest location level in Materials Manage- 


ment, it is not the lowest level in the SAP system. Depending on the requirements 
of the SAP customer, the number of materials that are stored, the number of 
unique locations, and the sophistication of the customer's current inventory sys- 
tem, there may be a need to implement the Warehouse Management module. 


This provides the opportunity to manage inventory at a bin level. 


When Warehouse Management (WM) is implemented in an SAP system, there is 
a need to tie the Warehouse Management functionality to Materials Manage- 
ment. This is achieved by assigning a warehouse to a storage location or number 


of storage locations. 


2.4.2 Defining a Storage Location 


A four-character string defines the storage location. It can be configured using 
transaction OXO9. The navigation path is IMG - Enterprise Structure - Definition 
+ Materials Management - Maintain Storage Location 
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es 


E f ue 
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Figure 2.5 Entering a Number for the Storage Location Address 
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2.4.3 Automatic Creation of Storage Locations 


It is possible to create storage locations automatically when an inward _goods 
movement for a material is performed. The configuration needs the plant and/or 


ihe type of movement to be defined to allow the automatic creation of storage 


locations. 

This configuration can reduce storage-location data maintenance. The automatic 
storage location will only be activated is the movement is for normal stock, not 
special stock. 

This configuration can be entered using transaction OMB3. The navigation path is 
IMG - Materials Management - Inventory Management and Physical Inventory 
- Goods Receipt - Create Storage Location Automatically. 


Automatic creation of storage locations can be set for each plant where this func- 
tionality is needed (see Figure 2.6) or for a particular goods movement (see Figure 


2): 
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Figure 2.6 Automatic Storage-Location Creation by Plant 


The storage location is the lowest level of the organizational structure of the MM 
module. However, in the next section we will examine how the Warehouse Man- 
agement module interfaces with the MM module. 
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Figure 2.7 Automatic Storage-Location Creation by Movement Type 


2.5 Warehouse and Storage Types 


Although not part of Materials Management functionality, it is important to 
understand the integration points with Warehouse Management (WM). It is 
important for MM users to have some knowledge of WM as many companies 
implement both MM and WM The warehouse is linked to the MM module by 
assigning the warehouse to the storage location in MM and if a company has WM 


and MM activated, the goods movements will require knowledge of the major 
elements of WM, 
——— 


A warehouse is a physical location that contains defined areas that are called Stor- 
age Types, and these are then further divided into smaller locations called Storage _ 
Bins. In Warehouse Management, it is possible to define stock placement and 
Picking strategies based on material location and sequence. 


To create a warehouse, use the following path IMG - Enterprise Structure - Def- 
inition » Logistics Execution + Define, Copy, Delete, Check Warehouse. 


The warehouse is defined by a three-character string (see Figure 2.8). There are no 
address details associated with a warehouse, 
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Figure 2.8 Defining the Warehouse 


2.5.1 Assign a Warehouse to Plant and Storage Location 


The way to ensure that the SAP identifies that certain storage locations re corr 
trolled by the functionality in Warehouse Management is ees a warehouse 
to a storage location. The navigation path for assigning a ware Pir rl sie 
storage location is IMG + Enterprise Structure - Assignment . oe Spe | 
tion - Assign Warehouse Number to Plant/Storage Location. Figure 2.' 


the display view. 
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Figure 2.9 Assigning a Warehouse to a Plant/Storage Location Combination 
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2.5.2 Storage Type 


ag eee cee as an area of the warehouse that is a sub-section con- 
ae a pee bins. The storage type is available to the warehouse 
eth eS ag jes based on storage types. Common storage types in a 
tiene tis nresiciacte Cope oe Storage, and High Rack Area. 
called interim storage types, TI 
ue from 200 to 999. The areas are used ay Sas diols 
1g5 Such as goods receipt, goods issue, and posting differences. 


Th i i 
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Each 
warehouse can have any number of storage types defined (see Figure 2.10) 
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Figure 210 Warehouse with Storage Types Defined 


2.5.3 Storage Sections and Storage Bins 


e subdivision of the storage type is the storage section. This is si 

set. tle Even if the customer does not want to oe 

i sees seca must be defined per storage type. This is normally 

eo je IMG. The navigation path is IMG - Logistics Execution - 
anagement - Master Data - Define Storage Section. 
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Storage bins are the lowest level of storage. Storage bins are not defined in the 


IMG. Authorized warehouse staff can quickly and frequently change these. Stor- 
age bins can be defined manually using transaction LSO1N or automatically by 


using transaction LS10. 


Now that the structural organization of Materials Management is defined for the 
physical elements, the next section goes on to explain an important logical aspect 
of MM, the Purchasing and the Purchasing Organization. 


2.6 Purchasing Organization 


2.6.1 What is a Purchasing Organization? 


The purchasing function within SAP customers can range from simple to very 
complex. The largest SAP customers may spend hundreds of millions of dollars in 
purchasing each year and have a sophisticated purchasing department that works 
at many different levels, from strategic global procurement to low-level vendor 
relationships. SAP can be defined to allow all purchasing departments to be accu- 


rately reflected 


A purchasing organization is simply defined as a group of purchasing activity that 
is associated with all or a specific part of the enterprise 


2.6.2 Types of Purchasing Organizations 


Purchasing at an Enterprise Level 

Purchasing for a SAP customer may take place at the highest level within an orga- 
nization. Ifa customer has a central purchasing department that co-ordinates pur- 
chasing for all companies within the enterprise, then the purchasing organization 
can be configured in that manner. The purchasing organization is defined in SAP 


and then assigned to all companies 


Purchasing at the Company Level 

Ifa SAP customer does not have a single enterprise wide purchasing function, it 
may have purchasing centralized for each company. This may be appropriate for 
customers with companies in various countries, in which case an enterprise pur- 
chasing department may not be possible. In this scenario the purchasing organi- 
zation is created and assigned for each company code. Even with this scenario, a 
purchasing organization may cover several companies. For example, a purchasing 
organization for Latvia may be assigned as the purchasing organization for the 
companies based in the countries of Latvia, Lithuania, and Estonia. 
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The purchasing organization can be assigned to a company code by using transac- 
tion OX01. The navigation path is IMG - Enterprise Structure - Assignment - 
Materials Management - Assign Purchasing Organization to Company Code. 


Purchasing at the Plant Level 

In an enterprise that has companies with large autonomous plants the purchasing 
decisions may be made at a local level. The SAP customer may decide that assign- 
ing one purchasing organization to one company is not appropriate, and it would 
be a better business decision to assign a purchasing organization at the plant. This 
scenario has an advantage when the vendors are at a local level and few vendors 
supply materials or services to more than one plant. 


The purchasing organization can be assigned to a plant transaction OX17. The 
navigation path is IMG - Enterprise Structure - Assignment « Materials Manage- 
ment - Assign Purchasing Organization to Plant 


Reference Purchasing Organization 

One purchasing organization can be defined as a reference purchasing organiza- 
tion. This is a purchasing organization that can be set up as a strategic purchasing 
department. In large companies, the strategic purchasing function analyses pur- 
chasing data and works to negotiate the best prices for material and services from 
global vendors. This strategic purchasing department can obtain prices and special 
conditions that can be used by purchasing organizations across the enterprise. 


Often this reference purchasing organization is not assigned to any company 
code, as it is a function of the whole enterprise. A purchasing organization must 


be assigned to this reference Purchasing organization to have access to the infor- 
mation on the system. 


To assign a purchasing organization that will reference another purchasing organi- 
zation, the navigation path is IMG - Enterprise Structure + Assignment - Materi- 


als Management - Assign Purchasing Organization to Reference Purchasing 
Organization. 


2.6.3 Create a Purchasing Organization 


The navigation path to create a purchasing organization is IMG + Enterprise 


Structure - Definition - Materials Management - Maintain Purchasing Organi- 
zation. 


Figure 2.11 shows the screen for creating a purchasing organization. 
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Figure 241 Creating a Purchasing Organization 


2.6.4 Purchasing Groups 


‘An SAP customer has the opportunity to define its purchasing department ee 
the level of purchasing organization. The purchasing group can be orl as i 
erson or group of people dealing with a certain material or group of material 

P 


purchased by through the purchasing organization 


The purchasing group is defined in configuration. The navigation path is IMG - 
Materials Management - Purchasing - Create Purchasing Groups. 


The purchasing group is a three-character alphanumeric field and is entered along 


with a description, telephone and fax number. 


In this chapter we have seen that knowledge of the SAP rasp ease nicer 
is important to anyone working on an SAP implementation. Eacl = de ce 
create its own version of the SAP landscape, correction and transpo pts i 
technical elements. It is important that you understand what — ro he 
your company adopts them. Understanding the principle of se 2 ei de 
agement structure is important to anybody working with ithe = st hin 

a configurator or while advising a company on the organizational s 2 
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3 Master Data in MM 


The Materials Management functionality includes a number of impor- 
tant master data files. The Material Master and Vendor Master files 
are at the core of Procurement, Inventory Management, and Invoice 
Verification 


A number of master data files in Materials Management require a significant 
amount of understanding, not only on the part of the SAP consultant but also on 
the part of the SAP customer. When implementing SAP, customers are generally 
transitioning from one or more legacy systems. A key aspect of any implementa- 
tion is the conversion of data to the master data files in SAP. 


A fundamental indicator of a successful implementation is the level to which the 
data has been correctly converted into the SAP master data files. In this chapter, 
we shall examine the master data files that are integral to the practice of materials 


management. 


3.1 Material Master 


3.1.1 Material Master Overview 


When customers implement SAP, they are often overwhelmed by the information 
contained in the Material Master file. When customers examine their existing sys- 
tems, such as BPICS, JDEdwards, or Lawson, they find that their product or mate- 
rial files contain a fraction of the data contained in the SAP Material Master. 


3.1.2. Material Master Tables 


The Material Master transaction allows the users to enter all the information rel- 
evant to a particular item of material into the correct tables. There is not one 
Material Master file, but a number of tables that contain information that com- 
bined reflect all the information for that material. 


Many tables are updated when information is entered into the Material Master 
transaction, The Material Master transaction is structured so that there are entry 
screens for different functional information such as Purchasing, Sales, or Account- 
ing, but there is also an organizational dimension to data entry. The material infor- 
mation can be entered at each level of the organization, e.g., at the levels of 
plant, storage location, or sales organization 
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3.1.3. Material Numbering 


An issue that SAP customers can face when converting their item files over to the 
Material Master is whether or not to keep their legacy numbering scheme. This 
would mean that they would continue entering their own material numbers. They 
have the option of allowing SAP to automatically assign material numbers, 


Often, legacy systems have meaningful material numbering. This numbering has 
usually been in place for some time and staff is familiar with the numbering. For 
the simplicity of maintenance, automatic assignment of material number is the 
best choice. When working with your client, be aware that there are arguments to 
use and not to use a meaningful numbering scheme in SAP. 


The material number field is defined in configuration. Using the transaction OMSL 
or the navigation path IMG - Logistics—General - Material Master - Basic Set- 
tings - Define Output Format for Material Numbers. 


Figure 3.1 shows the configuration screen for defining the output format for 
material numbers. 
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Figure 34 Configuration Screen for Defining Output Format 


This configuration screen does not have many input fields but is extremely impor- 
tant when initially defining the Material Master. Once your customer has decided 


upon the Material Master numbering scheme you can first enter the length of the 
material number. 


Then the customer may decide that it needs the automatically assigned material 
numbers in a certain format that can be defined. In this case, you can define the 


Master Data in MM. 


template and the special characters required. Figure 3.2 shows the template 
defined for internally assigned material numbers. 
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Figure 3.2 Template for Internally Assigned Material Numbers 


In this case, the customer requires the material numbers to appear as this exam- 
ple, 123@45678901@23456. The only character that cannot be used in the 
template is the underscore, as that is used to signify a non-template field. 


The two other fields in the OMSL transaction have to do with how the material 
number is stored and how SAP determines what the number is. 


The lexicographical indicator is only relevant for humene material ee either 
internally or externally defined. In the case shown in Figure 3.2, the ini | 
not set, This means that the numbers are stored with leading zeros are right-justi- 
fied. For instance, if a user enters the number 12345678, that number will be 
stored as 000000000012345678, i.e., with 10 leading zeros. 


If the indicator is set, then the numeric number is not right-justified and not pad- 
ded with zeros. The field acts more like a character string, where a leading zero 


becomes as valid character. 


In the following example, the indicator is now set. A user entering material 
42345678 would find that the material number would be stored as oe 
with no padding. If the user then entered 0012345678, it would be stored in t! - 
way, and this would be a different material number in SAP. However, an) internally 
assigned material number would be padded with the leading zeros, 
000000000012345678. Therefore, there would be three separate material num- 


bers. 
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Remember that this indicator cannot be changed once there are numeric material 


numbers in the system, so it must be defined before any tests are run in the sys- 
tem. 


The other field in the transaction OMSL is the leading-zeros indicator. If this indi- 
cator is set, then the material number is shown with the leading zeros. However, 


if the lexicographical indicator is set, then the leading-zeros indicator is ignored 
by the system. 


3.1.4 Material Number Range 


When the definition of the material number has been decided upon, the config- 
uration for the material number range can be completed. 


The material number ranges can be configured in transaction MMNR or via the 
navigation path IMG - Logistics—General - Material Master +» Basic Settings - 
Material Types - Define Number Ranges for Material Types. 


The transaction allows a range of numbers to be entered and the option to make 
that range either external or internally assigned. Figure 3.3 shows the number 
ranges defined for internal and external number assignment 
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Figure 3.3 Defined Internal and External Number Ranges 


3.1.5 Material Type 


A material type is a definition of a group of materials with similar attributes. A 


material type must be assigned to each material record entered into the Material 
Master. 
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The transaction for the material type definition is OMS2. The navigation path is 


IMG + Logistics—General - Material Master - Basic Settings - Material Types - 


Define Attributes of Material Types. 

The material type is configured so that fields in the Material Master are pre- 
defined for the materials assigned to that material group (See Figure 34); So ae 
can configure the price control for a material type to be Standard Price, and a 
materials assigned to that material type will be standard price. 
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Figure 3.4 Material Types and Descriptions 


Once the material type has been created, the attributes can be defined. Figure 4 
shows the attributes that can be assigned to each material type. Once the material 
type has been defined, then the number range can be assigned. 


Now we have looked at the details that go into making up the material nia 
The next section will go on to explain the functionality of another important ele: 
ment in the Materials Management module, the vendor master. 
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Figure 3.5 Attributes Assigned to Material Types 
3.2 Vendor Master 


3.2.1 Definition of a Vendor 


We defi 
“ ine a vendor as a person or company who supplies materials or services to 
" ie . 
Person or company requiring those materials or services. For SAP customers 


every supplier that they need to convert from thei 
eir legacy syste 
vendor master record in SAP. eran 


3.2.2. Vendor Master in SAP 


The vendor master in SAP holds details about each vendor used by the customer. 


e vendor master has three distinct section: are Cu: some deta 
isti i 3 
fs as hree d sections. These are discussed in detail 
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General Data 

The general data is, as the name suggests, general information about the vendor 
that can be entered into the system by the group identified to create vendor 
records. The basic date entered at this level includes name, search terms, address, 
telephone, and fax. Once this data is entered then further information can be 
added to the vendor master record by Accounting and Purchasing. This data can 
be entered using transaction code X01. 


Accounting Data 

The accounting data is the financial data that is entered at the company code 
level. This data includes tax information, bank details, reconciliation account, pay- 
ment terms, payment methods, and dunning information. The transaction used in 
financial accounting to enter this information is FKO1. 


Purchasing Data 

The purchasing data is the data entered for the vendor at a purchasing organiza- 
tional level. We shall discuss the purchasing organization later in the book. The 
data entered is relevant for one purchasing organization and may be different 
between purchasing organizations. The data entered includes control data 
required in purchasing, partner functions, purchasing default fields, and invoice 
verification indicators. This data can be entered using transaction MKO1. 


3.2.3. Vendor Account Groups 

When you create a vendor, you must assign an account group to that vendor. 
Therefore, these account groups must be defined in configuration before vendor 
creation. 

The account group is defined via the navigation path IMG - Financial Accounting 
- Vendor Accounts - Master Data - Preparations for Creating Vendor Master 
Data - Define Account Groups with Screen Layout 

In Figure 3.6, you can see the existing account groups. If you need to define 
another account group, click on the New Entries button. The screen shown in 


Figure 3.7 will appear. 
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Figure 3.6 Account Group with Description 
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Figure 3.7 Field Entry for Account Group and Description 


On this screen you can specify if an account group is just for one-time vend 
For vendors that you only deal with once, their data is entered into the Sait 
i not as master data. Once you have entered the account group and descrip- 
, you can then modify the field status as needed. This transaction allows yor 
to configure the system to show or to not allow users to enter information inte 
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certain fields. Highlight the field status for the general, company code, or pur- 
chasing data and then click on the Edit Field Status button. 
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Figure 3.8 Field Groups for General Data Screen 


Figure 3.8 shows the specific field groups that are available to configure. For the 
general data screen these are the Address, Communication, Control, Payment 
transactions, and Contact person groups. Double-click on the group you want to 


configure 


This configuration screen, shown in Figure 3.9, allows you to make certain fields 
as either a required entry or an optional entry (as they all are in this figure); display 
only, or suppressed. This configuration becomes specific to the account group 
that is entered when a vendor master record is created. 


The screen layouts can also be modified for company code using the navigation 


path IMG - Financial Accounting - Vendor Accounts - Master Data - Prepara- 
tions for Creating Vendor Master Data « Define Screen Layout per Company 


Code. 
The screen layout can also be modified by the particular activity. In other words, 
the screen for creating a vendor can be modified to appear different from the 


screen for modifying a vendor. The navigation path, IMG - Financial Accounting 
+ Vendor Accounts - Master Data - Preparations for Creating Vendor Master 


Data + Define Screen Layout per Activity. 
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Figure 3.9 Some Fields Used to Configure Address Field Group 


3.2.4 Vendor Number Range 


When defining the vendor number ran 


ge it is important to remember that vendor 
numbers, 


like material numbers, can be externally or internally assigned Many 
SAP customers decide to create different number ranges for each of their account 
groups. This requires careful consideration when defini 


ing number ranges to pre- 
vent the number ranges from overlapping 


The transaction to create vendor number ranges is XIKN1. The navigation path is 
IMG : Financial Accounting - Vendor Accounts - Master Data Preparations for 
Creating Vendor Master Data - Create Number Ranges for Vendor Accounts. 


Figure 3.10 shows the configuration for vendor number ranges. 


For this transaction you should enter a unique number for the range (a two- char- 
acter field) and then the range for the numbers for your defined number range. 
The current number field allows you to define the current number. The Ext, field 
allows you to define whether the number range is externally (user) defined. 


Once the number range is defined, it c 
The navigation path is IMG - Financial 
Data - Preparations for Creating Ven; 
to Vendor Account Groups. 


an be assigned to a vendor account group. 
| Accounting + Vendor Accounts - Master 
dor Master Data - Assign Number Ranges 
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Figure 310 Configuration for Vendor Number Ranges 
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Figure 311 Vendor Account Groups and Assigned Number Ranges 


Th b be assigned to many vendor account groups, as shown in 
je number range can be assig| iy groups, 
ol el ge 
Figure 3 herefore, if your SAP customer decides to use just one number ran 
ig i ify 
for all the vendors, the configuration would show one number range assigned to 


all account groups. 


Vendor Master 


3.3. Purchasing Information Data 


3.3.1 Purchasing Information Record 


The purchasing information record is where information specific to a material and 
a vendor is held. This can then be further specified for a particular purchasing 
organization. 


The purchasing information record is used in the purchase order where informa- 
tion from the record is defaulted into the purchase order (PO). Information such 
as purchasing group, net price, invoice verification indicators, and delivery toler- 
ances all can be entered into the purchasing information record. 


Four categories of purchasing information records can be created. These are: 
> Standard 

> Pipeline 

> Consignment 


> Subcontracting 


It is important to identify the correct category before creating a purchasing infor- 
mation record. 


3.3.2. Purchasing Information Record for a Non-Stock Material 


The purchasing information record usually applies to a vendor and a specific 
material that it supplies. However, the vendor occasionally may be supplying a 
service to a non-stock material. For example, there may be an operation in a pro- 
duction order where material is sent out for a treatment. There is no material 
number at that point for the material in the production order, but there is a pur- 
chase information record for a group of materials, that is a specific material group 
such as certain raw materials or semi-finished non-stock items. In the system, it is 
Possible to create a purchasing information record for a vendor and a material 
group. This contains the same information that a vendor/material purchasing 
information record would have. 


3.3.3. Purchasing Information Record Numbering 


The fact that there are different types of purchase information record makes num- 
ber ranges necessary. The number ranges for the purchase information record can 
be assigned either externally or internally. 
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The number ranges for the purchase information records can be pre-defined in 
SAP, and SAP recommends that the customer accept the given number ranges The 
system does allow the number ranges to be changed if the customer requires it: 


The transaction to define the purchasing information record numberjranges is 
OMEO, The navigation path is IMG - Materials Management - Purchasing - Pur- 


chasing Information Record - Define Number Ranges. 
The pre-defined number ranges for the purchase information records are: 


> Stock Material—internally assigned 5300000000 to 5399999999 
> Stock Material—externally assigned 5400000000 to 5499999999 
> Non-Stock Material—internally assigned 5500000000 to 5599999999 
> Non-Stock Material—externally assigned 5600000000 to 5699999999 


3.3.4 Purchasing Information Record-Screen Layout 


The screens in the purchasing information record transactions can be modified x 
allow field changes. The path for this transaction is IMG + Materials Managemen’ 
+ Purchasing « Purchasing Information Record - Define Screen Layout. 
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Figure 342 Record Transactions and Screen-Layout Modifications 


The screen shown in Figure 3.12 allows you to choose the modifications . each 
transaction, To select a transaction, double-click on the transaction will i you 
to a screen where you can modify the screen layout Mable 7162). on ; sad 
select one of the field-selection groups in order to modify the individual fields 
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Figure 3.13 shows the Field Selection Groups available to select from for the Pur- 
chasing Information Record transaction. Figure 3.14 shows the individual fields of 
the Quantities field selection group for transaction ANZE. 


Maintain Table T162: Field Selection Groups: 


Field selection Edt Goto System Help 
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Figure 343 Field Selection Groups Available for Purchasing Information Record Transaction 
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Figure 314 Quantities Field-Selection Group for Transaction ANZE 
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3.4 Batch Management Data 


3.4.1 What is a Batch? 


A batch is a quantity of material grouped together for various reasons. It is often 
determined that the materials have the same characteristics and values. For 
instance, in the chemical industry a certain number of containers of a certain 
product may be considered a batch because they were produced at the same time 
and have the same physical and chemical characteristics. These characteristics 
may differ from those of another batch of material produced on the same day. 


The pharmaceutical industry is one sector where material batches are extremely 
important. Each batch of material is recorded throughout the product and distri- 
bution process. In the case of product recall; the batch number stamped on the 
pack or bottle of material is the identification that is needed 


To understand how important batch recording has become, consider the regula- 
tions within the European Union. The EU requires that each batch of pharmaceu- 
tical material imported into the EU must be accompanied with a batch certificate. 
This must contain the testing specifications of the product, analytical methods 
and test results, statements that indicate that it conforms to cGMP (current Good 
Manufacturing Procedures), and sign-off by a company official. 


3.4.2 Batch Level 


In SAP, the batch number can be determined at different levels. This determina- 
tion needs to made early in any implementation project. Batches can be deter- 
mined at client level, plant level, and material level. 


Client Level 

If the batch level is configured at the client level, then the batch number can only 
be assigned once throughout the whole client. One batch number will exist for 
one batch regardless of material or location. There is no issue when batches are 
moved from plant to plant, as the batch number would not exist in the receiving 
plant. This is a level where, in some countries, batch numbers are unique to a 


company and not to a material. 


Plant Level 

Batch level at the plant level is the SAP default. This means that the batch is 
unique to a plant and material but not applicable across the company. Therefore, 
a batch of material at a different plant within the company could have the same 
batch number with different characteristics. When transferring batch material 
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fro} 
i one plant to another, the batch information is not transferred, and the batch 
information needs to be re-entered at the receiving plant. 


Material Level 


Bat 

np level at the material level means that the batch number is unique to a mate 
‘ a 
sera ine Therefore, if a batch of material is transferred to another 
iol Sa information will be adopted in the new plant without re-entering 

information, as that batch number co 
5 uld not h 

that material in the receiving plant. acess 


3.4.3 Changing the Batch Level 


Cho 
osing the batch level should be done early in any implementation. However, 


due to unforeseen circumstances, you ma e el wnici 
stances, hi t 
aa fe " yt yy need to change the level at which 


Th i 

" te ee be changed using the transaction OMCE, The navigation path 
+ Logistics—General - Batch Management i 

Activate Status Management - Batch Level iil 


In thi: 
Hi ier the level can be changed between client, plant, and material 
anging batch level, and prior to configuration, be aware of the following: 


> To change the batch level fro 
m plant level to material level, thi 
be batch-managed in all plants alia 


> Any change in batch level r i 
equires significant testing bef i 
change toa production system : nial 


> B - i 
jatch-level configuration affects batch-status management functionality 


3.4.4 Batch-Status Management 


reek, management is simply the ability to make a batch either restricted or 
i icted. The transaction code for this configuration is OMCS and the na 

tion padi is IMG - Logistics—General - Batch Management - Specify Batch ay 
and Activate Status Management - Batch Status asuinguineae ci 


Th i i i 
ae hina is simply an option to make batch status management active or 
ive. However, the batch-level confi 
guration does affect the wa 
batch-status management works, as seen below: oe 


> If the batch-| i 
: batch-level configuration occurs at the material or client level, then the 
atch status management is effective for all plants in the client ; 
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> If the batch-level configuration is at the plant level, then you can configure the 
system to determine at which plant you require batch status management to 
be active. The transaction to configure this is OMCU and the navigation path is 
IMG - Logistics—General - Batch Management - Specify Batch Level and 
Activate Status Management - Plants with Batch Status Management. 


3.4.5 Initial Batch Status 


After defining the batch-status management, there is additional configuration 
that may be important to a SAP customer If you have configured that batch-sta- 
tus management is active and that each batch will have a restricted or an unre- 
stricted status, it is possible to configure the system to set the initial status when 
a batch is created. 


This transaction code to set the initial status of a batch to restricted or unre- 
stricted status is OMAB. The navigation path is IMG - Logistics—General - Batch 
Management - Specify Batch Level and Activate Status Management - Initial 
Status of New Batch 


The configuration for this is based on the material type For example, it is possible 
to configure for all semi-finished goods, material type HALB, to have a batch sta- 
tus of restricted when the batches are created for materials with that material 


type. 


3.4.6 Batch-Number Assignment 


The batch number range is predefined in SAP. The predefined range 01 is defined 
as 0000000001 to 9999999999. The number range object for this is BATCH_CLT. 
This can be changed in configuration using transaction OMAD or via the naviga- 
tion path IMG - Logistics—General - Batch Management + Batch Number 
Assignment + Maintain Internal Batch Number Assignment Range. 


There are two configuration steps that can be carried out if the customer requires 
it, First, there is the ability to allow batch number to be assigned internally using 
the internal number range. To configure this use transaction OMCZ or navigation 
path IMG + Logistics—General - Batch Management « Batch Number Assign- 
ment + Activate Internal Batch Number Assignment - Activate Batch Number 
Assignment. 

Second, there is the ability to configure the system to allow the automatic num- 
bering of batches on a goods receipt with account assignment. This navigation 
path IMG + Logistics—General + Batch Management - Batch Number Assign- 
ment - Activate Internal Batch Number Assignment - Internal Batch Number 
Assignment for Assigned Goods Receipt. 
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3-5 Serial Number Data 


3.5.1 What is a Serial Number? 


A serial number is given to a unique item to identify it and to record information 
about it. The serial number is different from a batch number. While, a batch num- 
ber is given to a number of items, a serial number is unique to one. The serial 
number is most often found to refer to equipment, such as motors, lathes, drills, 
or vacuums. For the SAP customer, there may be many areas where serial num- 
bers need to be addressed. If the SAP customer produces items that should be 
uniquely defined, then serial numbers may be used. If that customer uses 
machines in production, it may regularly purchase maintenance items that are 
serialized. Plant maintenance is an area of high use of serial numbers, as the func- 
tionality includes user data for equipment that is most often serialized. 


3.5.2. Serial Number Profile 


The serial number profile is created to define attributes for the serial number The 
serial number profile is a four-character alphanumeric field defined in transaction 
code OIS2. The navigation path is IMG - Plant Maintenance and Customer Ser- 
vice + Master Data in Plant Maintenance and Customer Service - Technical 
Objects - Serial Number Management - Define Serial Number Profiles « Serial 
Number Profile. 
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Figure 345 Configuration Screen for Serial Number Profiles 


The fields in Figure 3.15 show what is needed for configuring serial number pro- 
files. The first field is the profile, the four-character field, followed by a profile 
description. The field titled ExistReq is an indicator that when not set allows the 
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to create the serial number master record during a business transaction. If 
user 


the indicator is set, the serial number master record must exist before the trans- 
e : 


action can take place. 

The Cat field is for the equipment category, a Plant Maintenance item, which 

defines the type of equipment for which this serial number profile is used. For 
le 

example, A is for machines, while S for customer equipment. 


The StkChk field is used to indicate whether the system should perform a stock 


check when the serial number is assigned 


The configuration of the serial number profile should be performed with the-ald 
fa Plant Maintenance consultant, who will ensure that the customer's require- 

3 4 

ments for Plant Maintenance are taken into account. 


3.5.3 Serializing Procedures 


Serial numbers are used in many different areas of SAR, not just in sree se 
agement. In each of these areas, the procedure of assigning serial sae ers Ks 
different. Using the transaction O1S2, you can define whether a seria pis esd 
optional, required, or automatic for a number of serializing engin a 
igation path for this transaction is IMG + Plant Maintenance an : a pice 
vice + Master Data in Plant Maintenance and Gustomies saree sr 
Objects - Serial Number management - Define Serial Number Profiles - Se! 


izing Procedures. 
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Figure 3.46 Serializing Procedures for Serial Number Profile 0001 
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In Figure 3.16, the serial number profile 0001 is assigned a number of procedures. 
For each of these procedures, there are configuration items for serial number 
usage. The SerUsage field can be configured to be none, optional, obligatory, and 


automatic. The other field, EqRegq, is to allow serial numbers to be allowed with 
or without Plant Maintenance equipment. 


The procedures that can be assigned to each serial number profile are defined in 


SAP. Table 3.1 identifies the procedure and its business meaning with relation to 
Serial Numbers (SN). 


Procedure Business Meaning 
HUSL Enables SN to be assigned in Handling Unit Management 


MMSL Enables SN to be assigned in Goods Receipt, Goods Issue, Stock Transfers, 
Stock Transport Orders and Physical Inventory 


PPAU Enables SN to be assigned in Production & Refurbishment orders 


PPRL Enables SN to be assigned in Production & Refurbishment orders when they 
are released 


QMSL Enables SN to be assigned when enterin, 


g the original value in an QM Inspec- 
tion Lot 


SDAU Enables SN to be assigned in Sales Orders, Inquires and Quotations 


spcc Enables SN to be assigned when performing completeness checks for deliver- 


ies 


SDCR Enables SN to be assigned when performing completeness checks for return 
deliveries 


SDLS Enables SN to be assigned for deliveries 


SDRE Enables SN to be assigned for return deliveries 


Table 34 Business Procedures and Meanings for Serial Number Profiles 


This chapter described the major elements that define the master files of the MM 
module. Many companies use batch Management and serial numbers and it is 
important that if you are involved with these that you understand how each 
works. Both batches and serial numbers are important to industries such as phar- 


maceutical and chemical where each batch or serial number may have very differ- 
ent characteristics. 
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4 Material Master Data 


Data entered into the Material Master is extremely important ig an 
SAP implementation. Incorrect or missing data can cause ate to 
halt operations. Understanding how to enter correct data into the 
Material Master is vital for all SAP modules. 


In this chapter, we will look at the data entry screens for the Material Master file. 
It is important that you understand what a field in the Material Master means and 
how it relates to the data in a customer's legacy system. 


Data conversion is not often treated with the importance that it rps: ie 
earlier in the implementation the team works on understanding the : 
SAP master files, the more time there will be to correctly convert legacy data an 
create data that is not in the customer's legacy files. 


Prior to the start of any implementation, it is a good idea fon opie cs 
parallel projects on cleansing their legacy data and sradicatlng duplicate — 
redundant records. Often companies have many duplicate records for = : 

dor, and that should be identified and corrected before any data is loaded into 


SAP. 

The customer may have more than one legacy system and may be peat 
master data from several systems to be loaded into SAP. The more complicate 
the data-rationalization task, the earlier this would need to begin'to ensure a suc- 
cessful loading of data into SAP before an implementation goes live. 

Before entering the first material into the SAP Material Master, there is a certain 
amount of configuration to be completed. First, we shall look at the industry sec- 
tor assignment. 


4.1 Industry Sector 


The industry sector has to be assigned for each Material Master record added. In 
general, SAP customers use just one industry sector for all their Material Master 
records, but this is not mandatory. 

To configure the industry sectors, use transaction code OMS3 or the path IMG - 
Logistics—General - Material Master « Field Selection - Define Industry Sectors 
and Industry Sector-Specific Screen Selection. 
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The SAP system has four pre-defined industry sectors: 


> P for the Pharmaceutical Sector 

> C for the Chemical Industry Sector 

> M for the Mechanical Engineering Sector 

> A for Plant Engineering and Construction 

Defining a new industry sector requires the choice of a single character for the 
industry sector and a description, The new industry sector needs to be linked to 


a field reference. This field reference is defined in transaction OMS9 or navigation 


path IMG + Logistics—General - Material Master - Field Selection - Maintain 
Field Selection for Data Screens, 


The field reference is a list made up of Material Master fields and the individual 
fields can be Hidden, Displayed, Optional Entry, or Required Entry. Careful con- 
sideration needs to be exercised when configuring a new field reference. 


4.2 Material Type 


Simply put, a material type is group of materials with similar attributes. The mate- 
rial type allows the management of different materials in a uniform manner. 


4.2.1 Standard Material Types 


A number of SAP delivered material types can be used without having to config- 
ure any new material types. 


CONT—KANBAN Container 


This is a material type delivered by SAP to use for creating KANBAN containers, 
These materials only have the basic data view. 


DIEN—Services 

Services are either internally supplied or externally supplied by a vendor. Service 
Material Master records will not have storage information. The services can 
involve activities such as consulting, garbage collection, or legal services. 


ERSA—Spare Parts 

Spas parts are materials used for equipment maintenance in the plant. The mate- 
rial is purchased and stored like any other purchased item, but a spare part is not 
sold and therefore does not contain sales information, If a maintenance item is 
sold, then this should use a different material type such as a trading good. 
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FERT—Finished Good 
A finished good is a material that has been manufactured by some form of pro- 
duction from items, such as raw materials. The finished good is not purchased, so 


it does not contain any purchasing information. 


FHMI—Production Resources/Tools (PRT) 

PRTs are purchased and used by the plant maintenance department. This material 
type is assigned to items used in the maintenance of plant equipment, such as test 
machines, drill bits, or calibrating tools. The material type for PRTs does not con- 
tain sales information, as the PRTs are not purchased to sell. In addition, PRTs are 
only managed on a quantity basis. 


HALB-—Semi-Finished Goods 

Semi-finished products are often purchased and then completed and sold as fin- 
ished goods. The semi-finished products could come from another part of the 
company or from a vendor. The semi-finished material type allows for purchasing 
and work scheduling, but not sales. 


HAWA-—Trading Goods 

Trading goods are generally materials that are purchased from vendors and sold. 
This kind of material type only allows purchasing and sales information, as there 
are no internal operations carried out on these materials. 


HERS—Manufacturer Parts 
Manufacturer parts are materials that can be supplied by different vendors who 
use different part numbers to identify the material. 


HIBE—Operating Supplies 

Operating supplies are vendor-purchased and used in the production process. 
This HIBE material type can contain purchasing data, but not sales information. 
This type of product includes lubricants, compressed air, or solder. 


IBAU—Maintenance Assembly 

Maintenance assembly is not an individual object, but a set of logical elements to 
separate technical objects into clearly defined units for plant maintenance. For 
example, a car can be a technical object; the engine, transmission, axles, etc. are 
the maintenance assemblies. An IBAU material type contains basic data and clas- 


sification data. 
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KMAT—Configurable Material 

Configurable materials form the basis for variant configuration. The KMAT mate- 
rial type is used for all materials that are variant configuration materials. A material 
of this type can have variables that are determined by the user during the sales 
Process. For example, automotive equipment produced by a manufacturer may 
have variable attributes that each car manufacturer needs to be different for each 
car, such as length of chain, or height of belt. 


LEER—Empties 

Empties are materials consisting of returnable transport packaging and can be 
subject to a nominal deposit. Empties can be made from several materials 
grouped together in a bill of material that is assigned to a finished material. An 
example of an empty can be a crate, drum, bottle, or pallet.. 


LEIH—Returnable Packaging 

Reusable packaging material is used to pack finished goods to send to the cus- 
tomer. When the finished good is unpacked, the customer is obliged to return the 
returnable packaging material to the vendor. 


NLAG—Non-Stock Material 

Non-stock material type is used for materials that are not held in stock and are 
not inventoried. These materials can be called consumables and include items 
such as maintenance gloves, safety glasses, or grease. Items like this are purchased 
when needed, 


PIPE—Pipeline Material 

The pipeline material type is assigned to materials that are brought into the pro- 
duction facility by pipeline. Materials like this are not planned for because they 
are always at hand. This type of material type is used, e.g., for oil, water, electric- 
ity, or natural gas. 


ROH—Raw Materials 

Raw material is purchased material that is fed into the production process and 
may result in a finished good. There is no sales data for a raw material, as it is not 
sold. If the company wanted to classify a material that would normally be a raw 
material, then it should be considered a trading good 


UNBW-—Non-Valuated Material 
Non-valuated material type Is similar to the NLAG (non-stock material) except 
that the non-valuated material is held by quantity and not by value. Examples of 
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this are often seen in plant maintenance, where there are materials that are 
extremely important to the plant equipment but of little or no other value. There- 
fore, the plant maintenance department will monitor inventory to allow for 


planned purchases. 


VERP—Packaging Material 

Unlike LEER (Empties), the packaging material type is for materials that are pack- 
aging but that are free of charge to the customer in the delivery process. This does 
not mean that the packaging material has no value; often, the packaging material 
has a value and a physical inventory is recorded. 


WETT—Competitive Products 
Used by the sales department to monitor competitor's goods. The material type is 
to identify these types of products. Only basic data is held for these materials. 


In addition to these material types, there are a number of additional material 
types used for SAP Retail customers. These types include FRIP (perishables), 
NOF1 (non-food items), FOOD (food except perishables), FGTR (beverages), 
MODE (apparel), VKHM (additional items, such as clothes labels) and WERB 


(advertising material) 


4.2.2. Configuring Material Types 

The material type can be configured in the transaction OMS2 using the navigation 
path IMG - Logistics—General - Material Master - Basic Settings - Material 
Types > Define Attributes for Material Type 

The method for creating a new material type is to select an existing material type 
and copy to a new one. Copying from an existing material type reduces the 
amount of configuration required. Figure 4.1, shows the configurable fields for the 
material type. The four-character material type should always start with a Z fora 


user defined material type. 
Once a new material type has been configured, the valuation areas defined for 


that material type can be configured. The valuation area is the level at which 
material is valuated, and plant or company code. A number of valuation areas can 


be defined for a material type, as seen in Figure 4.2. 
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Figure 4.2 Valuation Areas for Material 
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The four fields that can be configured for the valuation area/material type combi- 


nation are 


> Qty Updating—This field can specify whether a material assigned this material 


type can be managed on a quantity basis for this valuation area. 

> Value updating—This field can specify whether a material assigned this material 
type can be managed on a value basis for this valuation area. 

> Pipe.mand.—This field can specify whether a material assigned this material 
type is subject to mandatory pipeline handling for this valuation area. 

> PipeAllowd—This field can specify whether a material assigned this material 
type is allowed to be subject to pipeline handling for this valuation area. 


4.2.3. Changing a Material Type 


The material type of a material may need to be changed. For example, if a raw 
material that has only been used for in-house production has a requirement to be 
sold, the material type may need to be changed from ROH to HAWA (Trading 


Good) 


There are a number of caveats regarding unrestricted material type changes as can 


be seen in Tables 4.1 and 4.2. 


Material with Old Material Type Material with New Material Type 


No price control specification Can only allow standard price 


PRT view maintained PRT view must be maintained 


Not a configurable material Must not be a configurable material 


‘Allows inspection plans Must allow inspection plans 


Material for process indicator Must be the same setting 


Manufacturer part indicator Must be the same setting 


Table 41 Changing a Material Type—Scenario 1 
In addition, there are a number of caveats if the material has any stock, reserva- 
tions, or purchasing documents against it. 


Material Type 
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‘Material with Old Material Type Material with New Material Type 


Stock value updated in G/L account Must be the same G/L account 


Quantity and value updating Must be the same as previously 


WM transfer request open WM view must be maintained 


Batch managed Must be batch-managed 


Table 4.2 Changing a Material Type—Scenario 2 


4.3 Basic Data 


4.3.1 Creating a Material Master Record—Immediately 


The Material Master record can be created in a number of different ways. The 
most common way for a Material Master record to be created is via transaction 
MMO1, or via the navigation path SAP Menu - Logistics - Materials Manage- 
ment - Material Master - Material - Create (General) - immediately 
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Figure 4.3 Initial Fields Required to Create Material Master Record 


Figure 4.3 shows the fields needed to initially create the record. These are: 

> Material—Leave blank for internal numbering or enter a material number 

> Industry sector—Enter the selected industry sector 

> Material type—Enter a defined material type or a user-defined material type 


> Change number (optional)—Enter a change number if the customer is using 
Engineering Change Management 


> Copy from Material (optional)—Enter a material number of a material that 
provides the information required for the new material 


Material Master Data 


4.3.2 Creating a Material Master Record—Schedule 


If you decide to schedule the creation of the Material Master, you can use EU 
action code MA\11 or the navigation path SAP Menu - Logistics - Materials 
Management - Material Master - Material - Create (General) - Schedule 


This has the same entry fields as MMO1 (see Figure 4,3), but it also has a field that 
requires the material user to enter a date on which the material can be scheduled 


to be created. 


4.3.3 Creating a Material Master Record—Special 


This particular way of creating the Material Master record needs to ml 
material type already defined. For example, if you want to create a Material Mas: 
ter record for a ROH material type (raw material), then you Ean use transaction 
MMR1 or the navigation path SAP Menu - Logistics - Materials Management + 
Material Master « Material - Create (Special) - Raw Material. 


Table 4.3 shows the transactions for creating Material Master for the various 


material types 


saction 
Material Type Ma 


Raw Materials (ROH) MMRI1 
Semi-Finished Materials (HALB) MMB1 
Finished Products (FERT) MMF1 
Operating Supplies (HIBE) MMI1 
Trading Goods (HAWA) MMH1 
Non-Valuated Material (UNBW) MMU1 
Non-Stock Material (NLAG) MMN1 
Packaging (VERP) MMV1 
Empties (LEER) MML1 
Services (DIEN) MMS1 
Configurable Material (KMAT) MMK1 
Maintenance Assembly (IBAU) MMP1 
Competitor Product (WETT) MMW1 
Returnable Packaging (LEIH) MMG1 


Table 4.3 Transactions for Creating Materials by Material Type 
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4.3.4 Organizational Levels 


Once the material type, industry sector, and external material number are entered 


(if applicable), a dialog box will show the views applicable to the particular mate- 
rial type. Users then can choose for which views they wish to enter information. 


Once the views have been selected, a dialog box will appear with the organiza- 
tional levels required for this Material Master record (See Figure 4.4). 
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Figure 4.4. Organizational Levels for Creating Material Master Record 


The organizational levels relate to the level at which Material Master information 
is held. Distribution Channel is required for Sales and Distribution screens, Ware- 
house Number for Warehouse Management screens, and other items 


Figure 4.4 shows that the data entry user can enter the plant, storage location, 
sales organization, distribution channel, warehouse number, and storage type. 
The other two fields on the screen are profiles, one for materials requirements 
planning (MRP) and one for forecasting. 


MRP Profile 


The MRP profile is a key that provides a set of field values for MRP screens that 
save having to make data entry decisions. 
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The MRP profile is not part of configuration and can be defined by authorized end 
users via transaction MMD1 or through the navigation path SAP Menu - Logistics 
. Materials Management - Material Master - Profile - MRP Profile - Create. 


Figure 4.5 shows some of the fields that can be defaulted for the MRP profile. 
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Figure 4.5 Possible Default Fields for the MRP Profile 


The MRP profile allows you to highlight a field from the list of fields on the MRP 
screens. You can choose one of two options. Either the data from the field is 
entered into the Material Master as a fixed value that cannot be overwritten or as 
a default value that can be changed. Once the fields that are going to be part of 
the MRP key have been decided upon, the values need to be entered. The MRP 
profile can be changed, using transaction MMD2, or deleted 


Forecast Profile : 
The forecast profile is very similar to the MRP profile, as it is a key that provides a 


set of field values for the forecasting screen. 


The forecast profile can be defined by authorized end users via transaction MP80 
or through the navigation path SAP Menu - Logistics - Materials Management - 
Material Master - Profile - Forecast Profile - Create. 
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4.3.5 Basic Data Screen 


After the views have been selected and the organizational levels entered, the first 
screen that is viewed is the basic data screen (see Figure 4.6) 
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Figure 4.6 Fields for Basic Data Screen for Material Master 


The basic data screen allows data entry for non-organizational level fields. This 
screen does not require a plant or sales organization to be defined, but allows the 
data entry user to enter basic information about the material. These mandatory 
fields on this screen, as defined by configuration, are the minimum information 
that can be added to create a Material Master. If the complete Material Master is 
created by a number of different departments, each entering its own information, 
then this basic data is used to enter material at the client level. 


Material Description 


The first field to be entered is the material description. We can add different 
descriptions of the material based on the language, with EN as English, DA as 
Danish, or NL as Dutch, for instance. The material description is only 40 charac- 
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ters long, so it is good practice to define a material-description policy. Abbrevia- 
el f : 
tions and standard wording should be used where possible. 


i Measure 
Bt enor measure is the unit of measure, which is the lowest se . ie 
material. For instance, a material that is sheet metal may be sold it ae le si 55 - 
stored in pallets of sheets, and purchased by the truck load, but t : ase Ul . 
measure may a square foot. In Figure 4.6, you will see a base unit o meen A 
ton that allows the conversion factors to be entered. Figure 4.7 shows the uni 
measure conversions that relate back to the base unit of measure. 
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Figure 4.7 Base Unit of Measure and Conversion Factors to Alternative Units of Measurt 


‘ial Grou 

ae pen is a method of grouping similar materials. The material ae 
can be defined either by using classification or by configuration. The ma inn 
group is important not only for searching for materials but also in other oe 
as purchasing. For example, a purchase information record can be ste e _ 
out a material number, but must require a material group and a ven on 
material group/vendor purchase information record is used in production or 
where in-process material is sent to vendors for outside processing. 


The material group is configured in transaction WG21 or through the navigation 
path IMG - Logistics—General - Material Group + Create Material Group. 
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It is also possible to create a material group hierarchy. This is difficult and time- 
consuming, so the best practice is to use an existing hierarchical material structure 
already defined in the implementing organization 


Changes to the material group hierarchy after the project has been implemented 
can be very complicated and have far-reaching implications. Therefore, it is 
important to define material groups and hierarchies early in the project. 


Customer Material Number 

The customer material number has been called the old material number in past 
SAP releases. This is useful for customers, as it allows them to enter a number that 
the material was referred to in legacy systems or systems that they are still inter- 
facing with SAP. This field is 18 characters in length 


Division 

Each material can only be assigned to one division, primarily at a sales-and-distri- 
bution organizational level. It can be used to distinguish different areas of the dis- 
tribution channel, The division allows a company to organize its sales structure to 
work with groups of similar materials. Divisions can be configured using the trans- 


action VOR2 or via the navigation path IMG - Sale and Distribution - Master 
Data - Define Common Divisions. 


Laboratory/Design Office 

This field is defined to be the laboratory or design office that is responsible for the 
material. It is used more frequently in Production Planning (PP) to identify the 
persons responsible for a bill of materials. The field can be configured using the 


navigation path IMG - Logistics—General » Material Master + Settings for Key 
Fields - Define Laboratories/Offices. 


Cross Plant Material Status 

There are a number of areas where the material status can be entered, The cross- 
plant material status field on the basic data screen allows the data entry user to 
enter a status that will be valid across the client. The material statuses are defined 
using transaction OMS4 or via the navigation path IMG - Logistics—General - 
Material Master - Settings for Key Fields - Define Material Statuses. 


A two-character field defines the material status. The configurator can configure 
new material statuses. The material status shown in Figure 4.8 is user-defined and 


shows the process areas where either there is a warning message given, A, or an 
error message, B. 
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Figure 4.8 Attributes for Process Areas for User-Defined Material Status 


Product Hierarchy 
The product hierarchy is used in the sales and distribution area for analyses and 


price determination. The field is an alphanumeric character string that ai 
together materials by combining different characteristics. In standard oe je 
product hierarchy can have up to 3 levels. Levels one and two have five charac! ers 
each, level three has eight. The product hierarchy is defined in table T179 using 


transaction V/76 


General Item Category Group ane 
The general-item category group is an entry that allows the system 8 au aa 
cally generate an item type in the sales document being created. i oe om 
the type of sales document and the general Ker category group. The i pie 
gory group can be configured using the navigation path IMG - Sales and Di: : 

bution « Sales » Sales Documents + Sales Document Items - Define Item Cate- 


gory Groups. 
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Dimensions 
This section of the basic-data screen offers the chance to enter information on 


gross weight, net weight, and volume. The size/dimensions field is a text field to 
allow a text description that may be required on a document. 


EAN/UPC 
The European Article Number (EAN) is assigned by the manufacturer of the par- 
ticular material. The EAN identifies the manufacturer uniquely. In the U.S., the 


equivalent to the EAN is the Universal Product Code (UPC). An SAP customer can 
configure EANs to be used internally. 


Some configuration items can be found for EAN/UPC items, using the navigation 
path IMG - Logistics—General - Material Master - Settings for Key Fields - 
International Article Numbers (EANs). These are: 


> Internal and External Number ranges for EAN (Transaction W4EN) 
> Number ranges for Perishables EAN (4 and 5 digit) 

> Prefixes for EAN/UPCs 

> Attributes for EAN/UPCs 


Product/Inspection Memo and Industry Standard Description 

These fields are for information only. The product/inspection field allows you to 
enter a product or inspection memo for the material. The industry standard field 
allows the entry of the industry standard description of the material. If there is an 
ISO or ANSI standard name for the material, then this can be added. 


Basic Material 

The basic material is a selection that can be made in the basic-data screen. It 
allows a basic material to be chosen that the material being entered can be 
grouped under. The basic-material field has no specific control function, but is 
often used in custom reports where end users want to see activity of material at 
a basic material level. The basic material is found in table TWSPR. 


The basic material can be configured using the navigation path IMG - Logistics — 
General - Material Master - Settings for Key Fields » Define Basic Materials. 


Dangerous Goods (DG) Indicator Profile 
This field is defined in the Environment, Health, and Safety (EHS) module of SAP. 
A DG indicator profile can be selected if the material being added is relevant for 


dangerous goods and for any documentation that accompanies that type of mate- 
rial. 
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The DG indicator profile can be configured in EHS using the navigation path IMG 
. Environmental Health and Safety - Dangerous Goods Management : Danger- 

us Goods Checks - Common Settings « Specify Indicator Profiles for Material 
oO 


Master. 


jronmentally Relevant 
ee is eet for safety-data shipping. If this field is checked are 
the delivery-creation process, an output type of SPB Gately = : ‘ : 
selected via the SD condition table. The output for this delivery wi ae 
MSDS and other documentation that may be defined in EHS Product Safety. 


i i iquid 
Highly Viscous and In Bulk/Liqui ; 
ace two indicators do not have any control features in standard SAP. These ae 
be used to influence the text or documentation of transportation documents, i 


custom reports are developed. 


i; awing Fields 
me ne aac type, document version, page number tine 
chapter, page format, and number of sheets are all used if there is a ae “ 
ment that is not controlled under SAP Document Management System ( = 
there is a design document that the users need to be added to the Material Mas- 
ter then these are the fields that need to be entered. 


i ‘ial 
Cross-Plant Configurable Material ; ; 
This field is used in variant configuration to identify a configurable material that is 


relevant for the client, not just one plant. 


2 . ials 
Material Group: Packaging Material ’ 

A packaging material group can be entered for a material that groups similar e 
aging materials. The packaging material group can be found in table TVEGR. : je 
fields can be configured using the navigation path IMG - Logistics—General ; 
Handling Unit Management - Basics - Technical Basics - Define Material 
Groups for Packaging Materials. 


4.4 Classification Data 


The classification data is used primarily when searching for materials. The ne 
teristic values entered into the classes for each material can be searched on, ani 
the material with that set of characteristics can be found. This functionality is ee 
powerful when the customer has allocated significant effort into identifying ani 
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creating characteristics and classes and entering the characteristic values for mate- 
rials and other objects, such as vendors or batches. 


4.4.1 Class Type 


The classification entry screen after the basic data entry allows information to be 
entered into user defined characteristics and classes that can be assigned to a 
material. 
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Figure 4.9 Class Types Accessible from Material Master Data Entry Screen 


Figure 4.9 shows that for this material, the material user can choose to find a class 
that has been assigned to one of four class types. The class type is a grouping that 
is pre-defined in SAP. When a class is created, it is assigned to a class type 
depending on its function. Figure 4.9 shows class type 001, which is a grouping of 
classes associated with a material. Class type 022 is for batch records. The class 
contains the characteristics of where the values are entered. The material user can 
view the classes of a particular class type, but choosing that class type in the 
screen, shown in Figure 4.9. The classification system will be defined in detail 
later in this book. 
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4.4.2 Classes 


Once the class type has been chosen for the material, individual classes can be 
selected. These classes have been set up in order to group together characteristics 
that describe the material further than do the fields in the Material Master. 
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Figure 410 Two Classes Selected for Material and Characteristics for One of the Classes 


4.4.3. Characteristics 


The characteristics are the lowest level of the classification structure. The charac- 
teristic is the level at which information or a value is entered. In Figure 4.10, two 
classes have been selected for this material. The characteristics for the first class 


are shown and are available for entering values. 


The characteristic can be configured to accept certain values or a range of values, 


and entry can be mandatory or optional 


4.5 Purchasing Data 


The purchasing-data screen, shown in Figure 4.11, is displayed when the material 
being entered is assigned to a material type that allows purchasing. For example, 
it is normal to have a purchasing data screen for trading goods (HAWA), Raw 
Materials (ROH), and Production/Resource Tools (FHMI). Some of the fields 
shown have already been described in other Material Master screens. 
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Figure 4.1 Purchasing Data Screen 
4.5.1 General Data 


Base Unit of Measure 


The base unit of measure has been defaulted from the basic data screen and will 
be defaulted through to the other data screens. 


Order Unit 


The purchasing order unit of measure is the unit of measure that the material can 
be purchased in. Therefore, a material that has a base unit of measure of each (EA) 
may be purchased from a vendor in the order unit of carton (CAR). If the order 


unit field is blank, then the base unit of measure is used as the purchasing unit of 
measure. 


Variable Order Unit 


Checking this field allows the purchasing unit of measure to be variable. The pur- 
chasing unit of measure can be changed for a purchase order or the source list 
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Plant-Specific Material Status 

The plant-specific material status on the purchasing screen uses the same status 
fields that are used for the cross plant material status field in the basic data screen 
as seen earlier in Figure 4.8. The field in this screen defines the material status at 
the plant level. 


Tax Indicator for Material 

The tax indicator is used for the automatic determination of the tax code in pur- 
chasing. The tax code can be determined automatically by price determination, 
using purchasing conditions 


Qualify for Free Goods Discount 
This indicator specifies whether a material qualifies for a discount in kind. A value 
should appear if the material does qualify for a discount in kind from vendors. 


Material Freight Group 
The material freight group is entered to classify materials in order to provide trans- 
portation information to the forwarding agents and rail transportation companies. 


The configuration for the freight groups and codes is completed in the transpor- 
tation area of Sales and Distribution. The table containing this information is 
TMFG. The navigation path for configuring the freight groups is IMG - Logistics 
Execution + Transportation - Basic Transportation Functions - Maintain Freight 
Code Sets and Freight Codes. 


Automatic Purchase Order 

The automatic purchase order indicator allows the customer to have purchase 
orders generated automatically when purchase requisitions are converted to pur- 
chase orders. To make the generation automatic, a further indicator must be set in 
the vendor master record of the vendor associated with the purchase order. 


Batch-Management Requirement Indicator 
This indicator configures the material to allow batches to be created for the mate- 
rial. This indicator is found in several screens. 


4.5.2 Purchasing Value Key 


The purchasing value key is configured to allow the entry of the purchasing values 
of tolerance limits, reminder days, which are the days elapsed before the vendor 
is contacted regarding the outstanding purchase orders, or similar information, by 
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using one entry. The purchase value key information is found in table T405, Figure 
4.12 shows the purchasing value key and the attributes that can be configured. 


The configuration of the purchase value key can be selected via the navigation 


path IMG - Materials Management - Purchasing - Material Master - Define 
Purchasing Value Keys. 
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Figure 442 Purchasing Value Key and Configurable Attributes 


Deadline Monitoring— Reminders 

The reminder is entered at the number of days at which reminder or urging let- 
ters/messages are to be generated and sent to the vendor. If the figure entered is 
a. positive number, then reminders are sent that many days after the due date 
given by the purchasing document. If the figure entered is a negative figure that 
means that the reminder is sent that many days before the due date 


The number of days for the reminders 1, 2, and 3 are used from the purchase 


information record. If there is no record, then information in the Material Master 
record is used. 


Deadline Monitoring—Acknowledgement Required 


If this field is checked, then the vendor is expected to supply an acknowledge- 
ment that it has received the purchasing document. 
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GR/IR Control—Under-Delivery Tolerance 

In this field, the customer can enter a percentage figure for the under-delivery tol- 
erance for this material. For instance, if the tolerance Is 13%, then ona purchase 
order to a vendor for 20 units the customer will accept a delivery for 18 units 
(10%), but not 17 units (15%). 


GR/IR Control—Over-Delivery Tolerance 

In this field, the customer can enter a percentage figure for the over-delivery tol- 
erance for this material. So if the tolerance is 7%, then on a purchase order to a 
vendor for 340 units, the customer will accept a delivery for 363 units (6.8%), but 
not 364 units (7.1%). 


GR/IR Control—Unlimited Over-Delivery Allowed 

This indicator allows the customer to accept any over-delivery from the vendor. 
This may not be acceptable for some materials and some vendors, so the purchas- 
ing department should understand the ramifications of the unlimited over-deliv- 


ery. 


GR/IR Control—Shipping Instructions 

This field allows a shipping instruction indicator to be chosen. The instructions 
regarding shipping and packaging requirements are sent to the vendor if config- 
ured. The shipping instruction indicator is found in table T027A and configured 
via the navigation path IMG + Materials Management - Purchasing - Material 
Master - Define Shipping Instructions. 


Vendor Evaluation—Minimum-Delivery Quantity Percentage 

In this field, you can enter the minimum percentage of the purchase order quan- 
tity that must be delivered in order for the goods receipt to be included in the 
vendor evaluation. This field prevents the vendor from receiving a good score for 
on-time delivery when the delivery quantity was insufficient. 


Vendor Evaluation—Standardizing Value For Delivery-Time Variance 
The value is entered to determine how many days from the planned delivery date 
will constitute 100% variance for vendor evaluation. If the entry in this field is 10, 
then the vendor evaluation system calculates that the vendor will receive a 100% 
variance if the purchase order is delivered 10 or more days after the expected 
delivery date. 
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4.5.3 Other Data 


Goods-Receipt Processing Time in Days 
This processing time refers to the number of working days required after receiving 
the material for any quality inspection and movement into storage. 


Post to Inspection Stock 


This indicator allows the user to indicate whether the material is subject to 
inspection and the material needs to post to inspection stock. 


Cri 


This indicator is only used in inventory sampling. It is for information purposes 
only. Discuss with the customers how or if they need to use this indicator. 


ical part 


Source List 

This indicator is important to the purchasing department. If this indicator is 
checked, there is a requirement to maintain a source list for procurement for the 
plant. The source list has to have been created before a purchase order can be 
entered. Maintenance of source lists is described more fully later in this book. 


Quota Arrangement Usage 

This field is a key that defines how quota arrangements are used in purchasing. 
The information for the quota-arrangement usage key is found in table TMQ2 and 
configured via the navigation path IMG - Materials Management - Purchasing - 
Quota Atrangement + Define Quota Arrangement Usage. Figure 4.13 shows the 
purchasing functions that can be assigned to a quota arrangement usage key 
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Figure 443 Purchasing Functions Assignable to Quota-Arrangement Usage Key 
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The key controls how the total order quantity is calculated in the quota arrange- 
ment and which source of supply is determined for the material. The key can be 


configured for the following purchasing functions 

> Purchase Order—quantity of the material ordered is included in the quota 
arrangement 

> Purchase Requisition—total quantity requested in purchase requisitions for this 
material is included 

> Scheduling Agreement—quantity scheduled in delivery schedules for this 
material is included 

> Planned Orders—quantity planned in planned orders for this material is 
included 

> MRP—the planned orders and purchase requisitions created by MRP are 
included in the quota arrangement 

> Production Orders—quantity of all production orders for this material is 
included 


Item Relevant to JIT Delivery Schedules 
This indicator determines whether the system can generate a just-in-time GIT) 
delivery schedule, as well as the forecast schedules, for the material in a schedul- 


ing agreement. 
4.5.4 Foreign Trade Data 


Commodity code / Import code Number for Foreign Trade 

This field relates to the harmonized system for the description and coding of mer- 
chandise. If selected, the commodity code is used for statistical purposes and 
must be declared to the authorities for foreign trade transactions. Examples of this 
are INTRASTAT and EXTRASTAT in the European Union (EU) and the Automated 
Export System (AES) in the U.S. 


The commodity code is defined in table 1604 and is configured via the navigation 
path, IMG - Sales and Distribution - Foreign Trade/Customs - Basic Data for 
Foreign Trade - Define Commodity Codes/Import Code Numbers by Country. 


Export/Import Group 

This four-character field is a grouping for similar materials based on import and 
export attributes. The export/import group information can be found in table 
TVFM and can be configured via the navigation path IMG - Sales and Distribu- 
tion - Foreign Trade/Customs - Basic Data for Foreign Trade - Define Material 
Groups for Import/Export, 
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CAS Number for Pharmaceutical Products 
This field is only required if the material has a CAS number that is a key to descrip- 
tions given by the World Health Organization (WHO) for customs-free materials. 


The CAS Number can be defined using transaction code VI36 or via the navigation 
path IMG - Sales and Distribution - Foreign Trade/Customs - Specific Data for 
Customs Processing - Define CAS Numbers. 


PRODCOM Number for Foreign Trade 

This field is used to enter a PRODCOM number in EU countries. It allows for har- 
monized production statistics in the EU. The PRODCOM numbers can be config- 
ured by using transaction VE47. 


Control Code for Consumption Taxes in Foreign Trade 
This field is used for consumption taxes in foreign trade. The values can be 
updated in table T604F. 


4.5.5 Origin of Material 


Country of Origin 

A country of origin must be specified for export documentation. The material will 
often require a Certificate of Origin (COO) to be printed and included in the ship- 
ping documents. This field uses the country abbreviations in table TOO5. 


Region of Origin 
The region of origin, which is a state in the U.S., a county in the United Kingdom, 
a province in Australia etc., can provide more information for documentation of 


where the material originated. This field uses the region abbreviations from table 
TOO5S. 


4.5.6 Preferences 


Preference Status 

This field specifies whether the preference status is allowed at a plant level. The 
preference status identifies whether a material is eligible to receive any special or 
preferential treatment under the terms of a trade agreement between countries. 


Vendor Declaration Status 

This field specifies whether the vendor declaration status is allowed at plant level. 
A vendor declaration states where the material was manufactured. The origin of 
the material is determined with this declaration 
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4.5-7 Legal Control 


Exemption Certificate/Certificate Number/Issue Date 
This field is defined as an indicator for export-certification information. These are 


given below: 

> A—The material does not require a license for import or export. 

> B—The material does not require a license for import or export, as a certificate 
has been obtained. 

> C—Application for an exemption certificate has been rejected 

> Blank—the material has no exemption and requires an import or export 
license. 

If the indicator has been set to B, then the two fields, "Certificate Number" and 

“Issue” Date of Certificate, will need to be entered. 


Military Goods 
This field is for use only in Germany, due to weapons regulations. It can be used 


as an information only field outside of Germany. 


4.5.8 Common Agricultural Policy (CAP) 


The Common Agricultural Policy (CAP) is restricted to the countries of the EU and 
is not used outside of that region. 


CAP Product List Number ; : as 
The CAP product list number is the number of the material as defined in the 
market products group list. The product list numbers are defined in table T618M 


and can be configured using transaction code VI67. 


CAP Product Group sai 
Similar materials can be grouped under a CAP product group. This is for use in the 
EU only. The product groups are defined in table T618G and can be configured 


using transaction code VI69. 

4.5.9 Manufacturer Parts 

Manufacturer Part Number . 

This field is part of the Manufacturer Part Number (MPN) functionality. The ven- 


dor who supplies a material that is used in your production or plant maintenance 
may be the supplier of the part, but not the manufacturer. For instance, if there 
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are a number of manufacturers that produce oil filters that fit a shop-floor lathe, 
your company may require that the vendor sell you a specific filter from a specific 
manufacturer. In turn, that manufacturer may make better quality filters at its 
plant in Latvia than at its plants in Latin America. Therefore, you as a customer can 
specify that information, with a specific manufacturer part number to your ven- 
dor. The way to store that information is in the MPN field in the Material Master. 


Manufacturer 


This is the manufacturer corresponding to the MPN number that has been 
entered in that field. 


4.6 Forecasting Data 


The forecasting data screen is displayed when the material being entered is 
assigned to a material type that is applicable to forecasting. A forecast profile can 
be entered at the organization level screen, if available. The forecasting data that 
can be entered into the Material Master comprises the initial calculated forecast 
and consumption values. Some of the fields shown in Figure 4.14 already have 
been described in other Material Master screens 
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4.6.1 General Forecast Data 


Forecast Model Pr 
The forecast model calculates the requirements forecast for the material. The 
forecast models and analysis of forecasting in general will be discussed later in this 


book. 


Period Indicator 
This field specifies the time period for which the consumption values are held for 
forecasting. The normal time period is one month, and this is the SAP default if 


this field is left blank. 


Fiscal Year Variant 

This is an accounting-defined field, which describes the variant for the fiscal year; 
that is, the number of posting periods. The fiscal year variant can seen In table 
J009 and configured transaction code OB37 or via the navigation path IMG + 
Financial Accounting - Financial Accounting Global Settings - Fiscal Year - 
Maintain Fiscal Year Variant 


Reference Material for Consumption 

If the material you are entering has no historical data from which to create a fore- 
cast, you can define a material that may be of similar characteristics to, be used as 
reference material. The consumption figures for the reference material are then 
used by the system to create a forecast for the new material. 


Reference Plant a 
The reference plant is the plant from which to drive the consumption figures. 


Date To : s 
This is the furthest date to which the figures for the reference material should be 


taken 


Multiplier 

The multiplier field is a figure between 0 and 1 where the value relates to the per- 
centage of the consumption of the reference material that should be used for the 
new material. For example, a figure 1 would mean 100% of the reference ee 
rial consumption would be used, whereas a figure of 0.6 would indicate that 60% 
of the reference-material consumption would be used. 


Figure 4.14 Forecast Screen of Material Master Creation Transaction 
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4.6.2 Number of Periods Required 


Historical Periods 


The number of historical periods entered into this field is used to calculate the 
forecast. If it is blank, then no periods will be used. 


Forecast Periods 


The number entered in this field is the number of periods over which the forecast 
will be calculated. 


Number of Periods for Initialization 
This number is for the historical values that you want to be used for the forecast 


initialization. If the field is blank, no historical values are used to initialize the fore- 
cast. 


Fixed Periods 


The fixed-period field is used to in order to avoid fluctuations in the forecast cal- 
culation or because production can no longer react to changed planning figures. 
The forecast will be fixed for the number of periods entered. 


Number of Periods per Seasonal Cycle 
If the customer uses a seasonal forecast model, then this field can be used to 
define the number of periods that make up a season for this material 


4.6.3 Control Data 


Initialization Indicator 


If the forecast needs to be initialized, then this indicator can be set to allow the 
system to initialize the forecast or to allow manual initialization. 


Tracking Limit 
The tracking limit is the value that specifies the amount by which the forecast 


value may deviate from the actual value. This figure can be entered to three dec- 
imal places. 


Reset Forecast Model Automatically 
If this indicator is set, the forecast is reset if the tracking limit is exceeded. 
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Model Selection 
This field is only active if the user did not enter a value into the forecast mode 


This means that the user requires the system to select a model automatically. To 
assist the system in choosing a forecast model, the model selection field can be 
set to one of the following three indicators: 


p T—Examine for a Trend 
> S—Examine for Seasonal Fluctuations 


> A—Examine for a Trend and Seasonal Fluctuations 


Selection Procedure | 
The selection-procedure field is used when the system is selecting a forecasting 


model. There are two selection procedures to choose from 


> Procedure 1 performs a significance test to find the best seasonal or trend pat- 
tern. 
> Procedure 2 carries out the forecast for all models and then selects the model 


with the smallest mean absolute deviation. 


Indicator for parameter optimization 
If this indicator is set, then the system will use the smoothing factors for the given 


forecast model. 


Optimization level : 
This indicator can be set to fine, middle, or rough. The finer the optimization 
level, the more accurate the forecast becomes, but at the expense of processing 


time 


Weighting Group ; 
This key is used with the weighted moving average forecast model The weighting 
group can be configured. The navigation path is IMG - Materials Management : 
Consumption-Based Planning - Forecast - Weighting Groups for Weighting 


Moving Average. 


Correction Factor Indicator : 
This indicator allows the user to decide whether the forecast should include the 


corrector factors 
Alpha Factor 


This is the smoothing factor for the basic value. If it is left blank, the default for the 
alpha factor is 0.2. 
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Beta Factor 
This is the smoothing factor for the trend value. If it is left blank, the default for 
the beta factor is 0.1 


Gamma Factor 
This is the smoothing factor for the seasonal index. Ifit is left blank, the default for 


the gamma factor is 0.3. 


Delta Factor 
This is the smoothing factor for the mean absolute deviation. If it is left blank, the 


default for the delta factor is 0.3 


4.7. Work Scheduling Data 


The screen seen in Figure 4.15 allows the user entering the work-scheduling infor- 
mation to enter what is relevant to a particular plant. The material may be sold by 
many plants. Some of the fields in this screen will be defaulted from other entry 
screens, such as base unit of measure. 
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Figure 415 Work-Scheduling Screen of Material Master 
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4.74 General Data 


Production Unit 
The production unit is the unit of measure used for the material in the production 


process. If no production unit is entered, then the base unit of measure is 


assumed for the production unit of measure. 


Production Scheduler 
The production scheduler has an important position in production and has to play 


many roles. Some of these roles include: 


Generating a collaborative production schedule 


Maximizing plant efficiency through effective use of equipment and personnel 


Creating a production plan that meets stated goals for on time delivery 


> 

> 

> Determining short-term labor requirements necessary to support plan 

> 

> d schedule attainment identify corrective 


Monitoring schedule adherence an 
actions to address shortfalls 


> Working with management to report current order status and maintain order 


accuracy 


> Coordinating project schedules and incorporate into commercial production 


schedule 
> Identifying and resolving potential capacity constraints 


In the Material Master the production scheduler is entered at each plant level. 
The field is a three-character string and is found in table T024F. The production 
scheduler can be configured using transaction OPJ9 or using the navigation path 


IMG + Production + Shop Floor Control - Master Data - Define Production 
Scheduler. 


Production Storage Location 

This storage location is the key to the production of a material in a plant. This is 
the storage location used as the issuing storage location for the backflushing pro- 
cess, for a material that is a component for a finished good. If the material is a fin- 
ished good, then this storage location is where the finished goods will be received 


after production 


Production Scheduling Profile 
The production scheduling profile can be configured using transaction OPKP or 
via the path IMG « Production - Shop Floor Control - Master Data - Define Pro- 


duction Scheduling Profile. 
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The production scheduling profile can be configured to perform automatic 
actions on either release or creation of a production or process order. The profile 
also provides configuration for capacity planning, availability check, goods 
receipt, batch management, and transport and order type. 


4.7.2. Tolerance Data 


Under-Delivery Tolerance 

This field allows you to define an under-delivery tolerance percentage for the 
material. This means that if a goods receipt for a production order differs from the 
expected amount by more than the under-delivery tolerance, then the goods 
receipt will not be allowed. 


Over-Delivery Tolerance 
This field allows you to define an over-delivery tolerance percentage for the mate- 
rial. This means that if a good receipt for a production order differs from the 
expected amount by more than the over-delivery tolerance, then the goods 
receipt will not be allowed. 


Unlimited Over-Delivery 


If this indicator is set, then the goods receipt from a production order for this 
material will accept any amount over the expected goods receipt total. 


4.7.3 Lot-Size Dependent In-House Production Time 


Setup Time 

The setup time is used for determining the dates for planned orders. The setup 
time is the number of days required to configure the work centers used in the 
production of the material. For example, if production for material ABC in a 
machine shop has been completed, the equipment must have the parts used for 
material ABC removed. Once the machines have been torn down, then the setup 
for the next production run, material XYZ will start. Once the run for XYZ has fin- 
ished, the machines will be torn down before the next production run. The setup 
time for material XYZ is the setup time plus the tear- down time. 


This setup time does not take into account the quantity of the material being pro- 
duced. The setup time may be a standard figure that has been calculated or nego- 
tiated. The field can be defined up to two decimal places for partial days. 
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Processing Time 
The processing time is the amount of time the material consumes at the work 


centers used in the production order. The processing time will take into account 
the base quantity that is entered 


Base Quantity 
This processing time is entered for a quantity. The quantity is the base quantity. 
This quantity can be defined up to three decimal places. 


Interoperation Time 

The interoperation time is the time that a material is in the state between opera- 
tions in the production order. There are a number of situations that can go to 
make up the total interoperation time. These are: 


> Move time—the time that is accumulated as the material is moved from one 
work center to the next 

> Wait time—the time the material has to be left after the operation and before 
the move can take place on the material Examples are curing and temperature 
reduction 

> Queue time—time that materials are queued for work centers that are bottle- 
necked or because if production delays in the operations. This queue time can 
be calculated by production staff. 

> Float before production—The production scheduler can enter a float that is the 
number of days between the start date or the production order and the sched- 
uled start date. 

> Float after production—the production scheduler can enter a float that is the 
number of days from the end of production order to the scheduled end date. 


4.7.4 Lot-Size Independent In-House Production Time 


In-House Production 

This in-house production time is a single value for the material to be produced in- 
house. The number of days relates to all of the individual elements of in-house 
production, including floats and interoperation. This figure is used in the material- 
planning functionality. 


4.8 Sales Organizational Data 


This screen allows the user entering the sales information to enter data relevant to 
the particular sales organization. The material may be sold by various sales orga- 
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nizations, and the data for each may differ. Many of the fields in this screen will be 
defaulted from other entry screens such as base unit of measure. Some of the 


fields shown in Figure 4.16 already have been described in other Material Master 
screens. 
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Figure 416 Sales Organization Screen for Material Master 


4.8.1 General Data 


Sales Unit 


The unit of measure in which the material is sold is known as the sales unit of 
measure. For each sales organization, the material can be specified in a sales unit 
of measure that is used for the sales orders. This unit of measure can be the same 
as the base unit of measure or a multiple of the base unit of measure. An example 
would be a material that has bottle as its base unit of measure, but that could be 
sold in the sales organization for the U.S, as cartons and sold through the sales 
organization for France as pallets. 
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Variable Sales Unit Not Allowed Indicator 

If this indicator is set, then the sales unit of measure in the Material Master cannot 
be changed in the sales order. So if the indicator is not set, then the sales repre- 
sentative can change the sale unit of measure in the order from carton to pallet. 
With the indicator set, the sales representative cannot change the sales unit and 
it will remain as cartons. 


Cross-Distribution Chain Material Status 
This field, along with the distribution-chain-specific material status field, is used in 
SAP retail clients and check whether material can be used in different distribution 


channels 


Delivering Plant 
If the users define this field, it means that this is the default plant where this mate- 
rial is delivered. This field is automatically copied into the sales order as the deliv- 


ery plant. 
4.8.2 Grouping Items 


Material Statistics Group 

The material statistics group is used as a grouping used in the Logistics Informa- 
tion System (LIS). This field is found in table TVSM. The values can be configured 
using transaction OVRF or by using the navigation path IMG : Logistics Informa- 
tion System (LIS) + Logistics Data Warehouse « Updating - Updating Control - 
Settings: Sales and Distribution - Statistics Groups « Maintain Statistics Groups 
for Material 


Volume Rebate Group 

This group is just a way of grouping similar materials for rebate-agreement pro- 
cessing. The field can be configured using the following path IMG - Sales and 
Distribution - Billing - Rebate Processing - Define Material Rebate Group. 


Commission Group 

The commission group field can group together materials that offer similar com- 
missions. The commission group can be used in pricing procedures. This field can 
be configured via IMG - Logistics—General - Material Master - Settings for Key 
Fields - Data Relevant to Sales and Distribution - Define Commission Groups 
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Material Pricing Group 


The material pricing group is another available field that groups materials for pric- 
ing conditions. The field is found in table 1178. 


Account Assignment Group 

The account assignment group can be selected to group together materials that 
have similar accounting requirements. For example, you can select a group for 
service revenues, or a group for trading goods revenues. This field is used in sales 
billing documents. This field can be found in table TVKM. The account assignment 
groups can be defined in configuration steps. The navigation path is IMG - Sales 
and Distribution - Basic Functions - Account Assignment/Costing - Revenue 
Account Determination - Check Master Data Relevant for Account Assignment 
+ Materials: Account Assignment Groups. 


4.8.3. Tax Data 


The tax data can be entered for a number of countries that a material is sold in. 
The country is entered along with the tax category and the relevant tax classifica- 
tion. There can be a number of tax categories per country. 


Tax Category/Tax Classification 

The tax category for materials is specific to the sales organization/division/plant 
level that defines the country-specific taxes during pricing. The configuration of 
the access sequences in the tax-condition tables for sales and use tax is made in 
the Financial Accounting Global Settings section of the IMG. That part of the IMG 
is cross-client and requires careful consideration before any access sequences are 
added. Consult with the Financial Accounting specialist when considering any 
changes to the tax-calculation procedures. 


The tax category/classification is defined in the IMG, using transaction OVK4 or 
via the navigation path IMG - Sales and Distribution - Basic Functions + Taxes + 
Define Tax Relevancy of Master Records. 


4.8.4 Quantity Stipulations 
Minimum Order Quantity 


This value is the minimum quantity that a customer can order for this mate- 
rial/sales organization combination. 
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Minimum Delivery Quantity 
This value is the minimum quantity that a customer can have delivered for an 


order for this material/sales organization combination 


Delivery Unit 

The delivery unit is the minimum unit of quantity for a delivery The second field 
is for the unit of measure. For example, if the delivery unit is 50 cartons, then the 
delivery quantity to the customer can only be 50, 100, 150, etc The delivery 
quantity should not be 125, as itis nota multiple of 50. 


Rounding Profile 

The rounding profile defines how a quantity is rounded up to a given value, 
depending whether a static or dynamic profile is defined. The configuration for a 
rounding profile allows the user to define the rounding quantities for different 
thresholds. Table 4.4 shows an example of a static rounding profile 


Threshold Value Rounding Value 


1.000 70.000 
211.000 300,000 
301.000 450.000 
451.000 1000.000 


Table 4.4 Configuration for Rounding Profile in Transaction OWD1 


Value From Value To Rounded Value 
1,000 70.000 70.000 

71.000 140.000 140.000 
141.000 210.000 210.000 
211.000 300,000 300.000 
301.000 450.000 450,000 
451.000 1000.000 1000.000 


Table 4.5 Actual Rounding of Quantities 


Table 4.5 shows the actual rounding of quantities 1 to 1000 based on the round- 
ing value in Table 4.4 The configuration for rounding profiles can be founs) in 
transaction OWD1 or via navigation path IMG + Material Requirements Planning 
+ Planning - Lot-Size Calculation - Maintain Rounding Profile 
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4.8.5 Material Groups 


The material groups that can be entered on this sales organization screen are not 
used in standard R/3 processing. The five material group fields can be used by the 
sales department to further define the material based on the sales organization. 
These fields are available for sales department analysis 


The definition of these five material groups can be configured via the navigation 
path IMG - Logistics—General - Material Master - Settings for Key Fields + Data 
Relevant to Sales and Distribution - Define Material Groups. 


4.8.6 Product Attributes 


The product attribute indicators are available to be used by the sales department 
for analysis. The 10 product attribute fields are found in table MVKE 


4.9 Sales General Data 


The sales general data is specific to a material and a particular plant. The screen 
can be seen in Figure 4.17. Some of the fields shown have already been described 
in other Material Master screens 
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Figure 4.17 Fields on Material Master's Sales General Data Screen 


Material Master Data 


4.9.1 General Data 


Replacement Part 

This indicator allows the sales department to specify if the material is a replace- 
ment part. The options are to indicate that this is not a replacement part, that is 
must be replacement part, or that there is an optional replacement part. 


Availability Check 

The availability check field is important to the sales department it defines how an 
availability check is defined. The configuration can be found using transaction 
OV2Z2 or via the navigation path IMG - Sales and Distribution - Basic Functions 
- Availability Check and Transfer of Requirements - Availability Check + Avail- 
ability Check with ATP Logic or Against Planning - Define Checking Groups 


The availability check can be configured in OVZ2, and new availability checks can 
be defined based on the sales department's requirements. 


Approved Batch Record Required Indicator 

This indicator is only valid when the batches are from a process order. It specifies 
that certain activities can only be performed after a batch record has been 
entered. 


4.9.2 Shipping Data 


Transportation Group 

This group field is used to group together those materials that have similar trans- 
portation requirements, such as truck, tanker, train, etc. This field can be used in 
the automatic route-scheduling function in sales order and delivery. The transpor- 
tation group can be configured using the navigation path IMG - Logistics Execu- 
tion + Shipping + Basic Shipping Functions - Routes - Route Determination - 
Define Transportation Groups. 


Loading Group 

This field allows the sales departments to group together materials that have sim- 
ilar loading requirements, such as crane, forklift, trolley, etc. This field is required 
if shipping point determination is to be used. The field contents can be configured 
via the navigation path IMG - Logistics Execution - Shipping « Basic Shipping 
Functions - Shipping Point and Goods Receiving Point Determination - Define 
Loading Groups 
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Setup Time 
The setup time for shipping is similar to the setup times in other Material Master 
screens such as the Work Scheduling screen. This setup time is strictly the set up 
time for getting the equipment, such as a forklift or a trolley cart, ready to move 
the material. 


Processing Time/Base Quantity 

The processing time for shipping is the actual time it takes to load the material 
from its location onto the transportation vehicle. This processing time is valid for 
the amount of material that is entered into the base quantity field. 


4.9.3 General Plant Parameters 


Negative Stock in Plant 

This indicator can be set if there is a requirement to allow stocks of this material 
to be in a negative stock situation. Negative stock occurs when there is actual 
physical stock, but that stock has not been receipted into inventory. If a goods 
issue is made from inventory, then the stock will go negative until the missing 
goods receipt is made. This allows stock to be shipped without waiting for paper- 
work to be completed. However, this situation is dependent on the policy of the 
company. 


Logistics Handling Group 

The logistics handling group allows materials with similar handling requirements 
to be assigned the same group. The logistics handling group can be configured via 
the navigation path IMG + Logistics Execution - Planning and Monitoring - 
Rough Workload Estimate + Calculate Workload - Maintain Logistics Load Cat- 
egory. 


Profit Center 

A profit center is a function of the Controlling area (CO) of SAP. The profit center 
is a way of internally managing the company. Profit center accounting is an option 
that the company has to manage and analyze the financials for. The profit center 
in this screen can be used if profit centers are to be used. 


Stock Determination Group 


This field, combined with the stock determination type, provides the stock deter- 
mination strategy for materials that are used in repetitive manufacturing. 
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4.10 Production Resources and Tools Data 


The PRT screen allows the plant maintenance department to enter the data for 
the PRT material. The screen can be seen in Figure 4.18. Some of the fields shown 
have already been described in other Material Master screens. 
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Figure 418 Available Fields on Production Resources and Tools Screen of Material Master 


4.10.1 General Data 


Task List Usage 

This field determines on what task lists the PRT is valid for the particular plant 
This field can be found in table TC23. The configuration for the task list usage field 
is found in transaction OP47 or via the navigation path IMG - Plant Maintenance 
and Customer Service - Maintenance Plans, Work Centers, Task Lists and PRTs 
- Production Resources/Tools + General Data - Define Task List Usage Keys. 


Grouping Keys 1 and 2 

These fields allow the plant-maintenance department to define groupings for 
their PRTs. The grouping keys can be defined in configuration and are found in 
table TCF12. The configuration for the grouping keys is found via the navigation 
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path IMG - Plant Maintenance and Customer Service - Maintenance Plans, 
Work Centers, Task Lists and PRTs - Production Resources/Tools - General Data 
+ Define PRT Group Keys. 


4.10.2 Default Values for Task List Assignment 


Control Key for the Management of PRTs 

The control key specifies how the PRT is used in the maintenance order or the 
task list. The PRT control key can be found in table TCF10. The control key defines 
in what parts of the task list the PRT can be used. When defining the control key, 
the user can check off which of the five indicators are appropriate. The five indi- 
cators are Schedule, Calculate, Confirm, Expand and Print. The control key can 
be configured via the navigation path IMG - Plant Maintenance and Customer 
Service » Maintenance Plans, Work Centers, Task Lists and PRTs + Production 
Resources/Tools - Production Resource/Tool Assignments « Define PRT Control 
Keys. 


Standard Text Key 

The standard text key allows the plant maintenance department to enter a key on 
the Material Master that defines a standard text for the PRT, which is then used as 
a default in the task list or maintenance order. The standard texts are maintained 
in transaction CA10 or via the navigation path IMG + Quality Management - 


Quality Planning - Inspection Planning - Operation - Work Center - Maintain 
Standard Text Keys 


The standard text has to be maintained in the correct language. Therefore, the 
standard text key PO00010 for PRTs can be defined in a number of different lan- 
guages. 


Quantity Formula 

This field is the formula for calculating the total of the PRTs required. This field is 
copied into the maintenance order or task list. The formula can be defined in con- 
figuration transaction OIZM or via the navigation path IMG + Plant Maintenance 
and Customer Service + Maintenance Plans, Work Centers, Task Lists and PRTs 
+ Production Resources/Tools - Production Resource/Tool Assignments + For- 
mulas - Configure Formula Definition. 


All formulas are defined in this transaction. For a formula to be selected in the 
quantity formula field in the PRT screen, the formula must have set the indicator 
to PRT Allowed for Requirement. 
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Usage Value Formula 
This field calculates the total usage value of the PRT. This field is selected from the 


same formulas as the quantity-formula field. 


Reference Date to Start of PRT Usage 

This start-date field is used in calculating the start date/time for the PRT usage. It 
is used with the offset field (next field in the Material Master) and used in the task 
list or maintenance order. The start date can be selected from entries from table 


TCA54. 


Offset to Start 

This field is used in conjunction with the reference date for PRT scheduling. The 
numeric value can be positive or negative. A negative value indicates a start time 
before the reference date. A positive value indicates a time after the reference 
date. The numeric value can have a unit of measure that indicates hours, minutes, 


days, etc. 


Reference Date to Finish/Offset to Finish : . 
These fields are similar to those above, except they are used to determine the fin- 
ish date rather than the start date. 


4.11 General Plant Data 


The general plant data screen, shown in Figure 4.19, includes many fields that 
have been defined in other screens, but also allows the inventory staff to enter 
information relevant to storage location and to shelf-life characteristics. 


4.114 General Data 


Storage Bin - r 
The storage bin is a field that can be entered by the warehouse staff to identify fa 
location within the storage location where the material is always stored. This is 
used when Warehouse Management (WM) is not implemented. The storage bin 
is a 10-character field that is not configurable as it has no functional purpose ao 
is only used as a reference field. The storage bin does not have any functionallty 
within Inventory Management. Please note that there can only be one storage bin 
defined for each material per storage location 
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Figure 419 General Plant Data Screen 


Picking Area 

The picking area is a field that is used in lean WM. It is a group of warehouse man- 
agement storage bins that are used for picking. The picking area is similar to the 
definition of storage section. The picking area can be configured using the naviga- 


tion path IMG - Logistics Execution - Shipping - Picking - Lean WM « Define 
Picking Areas. 


Temperature Conditions 


This is simply the temperature at which the material should be stored. Certain 
chemicals and metals need to be stored in low temperatures to avoid chemical 
reactions. The temperature conditions field is stored at the client level, so is valid 
for all plants. The temperature conditions field can be configured using the navi- 
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gation path IMG - Logistics—General - Material Master - Settings for Key Fields 
+ Define Temperature Conditions 


Storage Conditions 

The storage conditions field is similar to the temperature conditions field in that it 
is a client-wide field and is valid for all plants. The storage conditions can be 
defined by the company to be relevant for their requirements. Examples of a stor- 
age condition may be refrigeration, outside only, or hotbox. The storage condi- 
tions field can be configured using the navigation path IMG - Logistics —General 
. Material Master - Settings for Key Fields - Define Storage Conditions. 


Container Requirements 

Container requirements is another field that works at the client level and is the 
same for all plants. It is a field that defines what container a material should be 
stored and shipped in. The container requirements field can be configured using 
the navigation path IMG - Logistics—General - Material Master - Settings for 
Key Fields - Define Container Requirements. 


Hazardous Material Number 

A hazardous material number can be assigned to the material at the client level. 
This links the material number with the hazardous material information that is 
defined for that hazardous material number, such as water pollutant, hazardous 
storage class, or warnings. The hazardous material is not defined in configuration, 
but in the Logistics Execution functionality. A hazardous material can be created 
using transaction VMO1 or via the navigation path SAP Menu - Logistics - Logis- 
tics Execution - Master Data - Material - Hazardous Material - Create 


Cycle Counting Physical Inventory Indicator 

This indicator is set if the material is to be cycle counted. The indicator can also 
determine how the count is taken and how often. The cycle count indicator usu- 
ally is an A, B, C or D to coincide with the ABC indicators. The cycle counting indi- 
cator is defined by four characteristics, which are seen below 

> Number of physical inventories per fiscal year are to be performed 

> Maximum interval of days between counts 

> Float time allowed for the planned count date after the required date 


> The percentage of consumption allocated to each of the indicators (A, B, C, 
etc.) 
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The cycle counting indicator can be configured using transaction code OMCO or 
the navigation path IMG - Materials Management - Inventory Management and 
Physical Inventory - Physical Inventory - Cycle Counting. 


Cycle Counting Indicator is Fixed 

If this indicator is set then the cycle counting physical inventory indicator, defined 
above, cannot be changed by the ABC functionality that can be run periodically. 
If the indicator is not set, the cycle counting physical inventory indicator will be 
changed if the ABC functionality determines that the material has changed status 
If the indicator is set and no changes can be made via the ABC functionality, then 


the cycle counting physical inventory indicator can still be set by changing it in the 
Material Master. 


Number of Goods Receipt Slips 

The field allows the receiving department to enter a figure that determines the 
number of goods receipt documents that will be printed. If the field is blank, the 
system assumes that one material document will be printed. 


Label Type 

Some materials require labels to be printed and affixed to the product or packag- 
ing. The label type field defines which labels are printed for which goods move- 
ment, how many labels are printed, and which printer they are printed on. The 
label type can be configured in transaction OMCE or via the navigation path IMG 
+ Materials Management - Inventory Management and Physical Inventory - 
Print Control - Set Label Printout - Label Type 


Label Form 

The label form can be used when the label type has been entered for a material, 
The label form defines the dimensions and characteristics of the label. The label 
form can be defined in transaction OMCF, as the label type, or via the navigation 
path IMG + Materials Management - Inventory Management and Physical 
Inventory + Print Control - Set Label Printout + Label Form. 


4.11.2 Shelf-Life Data 


Maximum Storage Period 


This field is for information only and does not have any functionality. The users 
can define the maximum storage period for a material before it expires. This field 
can be used for reporting. 
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Time Unit 
This is the unit of measure of the maximum storage period; i.e., days, months, and 


years. 


Minimum Remaining Shelf Life 

The minimum remaining shelf-life field determines whether a matenal can be 
received via goods receipt based on the remaining shelf life of the material to be 
receipted. If this field has the value 100 days, and the material to be Be 
receipted has only 80 days of shelf life left, then the goods receipt will not te 
accepted. The minimum remaining shelf-life field works at the client level and is 
the same for the material across all plants. 


Total Shelf Life 

The total shelf life figure is at the client level and does not vary by plant. Wwe total 
shelf life is the time for which the materials will be kept, from the produced date 
to the shelf life expiration date. The shelf life is only checked if the expiration date 
check has been activated. The activation is configured at plant level a ancient: 
type level in transaction OMIJ5 or via the navigation path IMG - Logistles een 
eral - Batch Management - Shelf Life Expiration Date (SLED) - Set Expiration 
Date Check. 


Period Indicator for Shelf-Life Expiration Date ; 
This period field is defined for the shelf life expiration date (SLED) fields used in 
this Material Master screen. The period can be defined as months, days, Gis. The 
period indicator can be configured in transaction 002K or through the navigation 
path IMG - Logistics—General - Batch Management - Shelf Life Expiration Date 
(SLED) « Maintain Period Indicator. 


Rounding Rule SLED 
The rounding rule allows the SLED dates to be rounded up to ule Meares unit of 
the time defined in the period indicator. For example, if the period indicator were 
months, then the rounding rule either would be the first day of the month, or the 
last day of the month, or no change if there were no rounding rule. The rounding 
rule is for calculated dates rather than dates entered into the record 


4.12 Warehouse Management Data 


The warehouse management screen of the Material Master allows the user to 
enter information at the warehouse/storage type level, as shown in Figure 4.20 
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Figure 4.20 Fields of Warehouse Management in Material Master 


4.12.1 General Data 


Warehouse Management Unit of Measure 
Like the other units of measure, this WM unit is the unit of measure defined for 
the material as it is relates to its movements through the warehouse 


Unit of Measure 


This unit of measure field allows the warehouse department to define a different 


unit of measure for items issued from the warehouse, as an alternative to the base 
unit of measure. 


Picking Storage Type 


This storage type is used by planning as the storage type that will contain material 
that can be used in rough-cut planning. 
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4.12.2. Palletization Data 


Palletization is used in storage unit handling within the WM module. The process 
uses pallets to store and move material in the warehouse. The palletization data 
determines how the material should be entered into stock. The material may be 
able to be placed into storage in different ways depending on what storage unit 
type is being used. 


Loading Equipment Quantity/Unit of Measure 
The quantity entered here is the amount of material to be placed on to the stor- 


age unit type. 


Storage Unit Type 

The storage unit type is a description of how the material is stored in the storage 
bin. For instance, some bins may not be able to allow a full pallet due to height 
restrictions, but a half-pallet may fit. Therefore, the warehouse can define a stor- 
age unit type that defines a half-pallet and the quantity of the material that can fit 
on that half-pallet 


As an example of this, suppose that for material XYZ, 30 boxes are equivalent to 
one half-pallet. The storage unit type is configured in the IMG and has to be acti- 
vated in each warehouse before it can be used. There is a definition of the storage 
unit type for each plant. The configuration can be made using the navigation path 
IMG - Logistics Execution - Warehouse Management - Master Data - Material 
+ Define Storage Unit Types. 


4.12.3 Storage Strategies 


Stock Removal 

This field allows the warehouse staff to enter the storage type indicator that 
defines the sequence in which storage types are searched for the material to be 
picked in the warehouse. The storage type indicator can be defined in transaction 
OMLY. The navigation path is IMG - Logistics Execution - Warehouse Manage- 
ment - Strategies - Activate Storage Type Search. 


Stock Placement 

The stock placement field acts in a similar manner to the stock removal field, 
except that the strategy defined in the storage type search is for a placement strat- 
egy rather than a removal strategy 


Warehouse Management Data 


113 


114 


Storage Section 

The storage section search is a more specific strategy for stock placement, as it 
defines one level below the storage type search for stock placement. The storage 
section indicator must be defined for each warehouse and storage type. The strat- 
egy allows up to 10 storage sections to be defined in sequence for the placement 
strategy. The configuration can be found in transaction OMLZ or via the naviga- 
tion path IMG - Logistics Execution - Warehouse Management - Strategies - 
Activate Storage Section Search. 


Bulk Storage 

Within the placement strategies, you can define how bulk materials should be 
placed in stock. The bulk storage indicator can be used if the bulk storage place- 
ment strategy has been activated in WM . The bulk storage indicator can indicate 
height or width of a particular storage type. The configuration can be found in 
transaction OMM4 or the path IMG - Logistics Execution - Warehouse Manage- 
ment - Strategies - Putaway Strategies - Define Strategy for Bulk Storage. 


Special Movement 

The special movement indicator allows the material to be identified as requiring a 
special goods movement. The special movement indicator is configured in ware- 
house management to allow special processing for a group of materials. The con- 
figuration is found using IMG - Logistics Execution - Warehouse Management - 
Master Data - Material - Define Special Movement Indicators. 


Once the special movement indicator has been defined, it can be used in the LE- 
WM interface to inventory management, where the configuration determines the 
warehouse management movement type. The special movement indicator can 
allow certain materials assigned with that indicator to behave differently during 
goods movements. The configuration for the warehouse goods movements can 
be found using the navigation path IMG - Logistics Execution » Warehouse Man- 
agement - Interfaces - Inventory Management - Define Movement Types 


Message to IM 

This field is used if the warehouse management system is decentralized, If the 
indicator js set, it allows the warehouse management information for this material 
to be sent to inventory management immediately. 


Two-Step Picking 

In WM, you can choose between one-step and two-step picking for materials. If 
the material is large and bulky, then a one-step removal would be optimal. How- 
ever, if the materials to be picked are small and numerous, then one-step picking 
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may not be an efficient use of warehouse resources. Therefore, two-step picking 
is used to minimize workload. The two-step process defines an geen storage 
type (normally 200) where items are picked and transferred to the interim srorags 
type; from there, the final pick takes place. The configuration for two-step picking 
is found using the navigation path IMG « Logistics Execution - Warehouse Man- 
agement - Interfaces + Shipping - Define 2-Step Picking. 


Allow Addition to Existing Stock Indicator 

Setting this indicator allows material to be added to the existing stock of the same 
material in the same storage bin. This is only true if the characteristics of the two 
quantities of material are the same. If the storage-type table does not allow addi- 
tions to existing stock for this storage type, the indicator is redundant. 


4.12.4 Storage Bin Stock 


Storage Bin : 
The storage bin is the lowest level of storage defined in the warehouse. This field 


allows the warehouse user to enter a storage bin that this material will be added 
to for the plant/storage type combination. By selecting F4 the options will show 
the empty storage bins. 


Maximum Bin Quantity 

This value can be entered to define the maximum quantity of this material that 
can be entered into any storage bin defined in the storage type. The quantity is 
defined in the base unit of measure, not the WM unit of measure. 


Control Quantity 

The control quantity can be entered to define for this storage type the amount of 
material that reaches the level where stock removal can take place. Similar to the 
maximum bin quantity, this control quantity is in the material base unit of mea- 


sure. 


Minimum Bin Quantity : 
This field allows the warehouse users to define a minimum quantity, which can be 
stored in the bin locations for this storage type. This makes efficient use of storage 
bins. So if the material is small, the maximum bin quantity is high, and no mini- 
mum quantity is set, then there could be many bins containing small amounts of 
stock. Entering a minimum bin quantity allows the bin to be used efficiently and 
minimizes picking. Like the other quantities, the minimum bin quantity is 


recorded in the base quantity unit. 
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Replenishment Quantity 

The replenishment quantity is defined in order to suggest the quantity that should 
be placed in the storage bin. Like the other quantities, the replenishment quantity 
is recorded in the base quantity unit. 


Rounding Quantity 

This quantity is used if the material is subject to the quantity-dependent picking 
strategy. The rounding quantity is the figure that the picking quantities are 
rounded down to for this material/storage type combination. This quantity is also 
defined in the base unit of measure. 


4.13 Quality Management Data 


The quality management data screen allows the quality department to define the 
basic quality requirements for the material at each plant level. Figure 4.21 shows 
the fields of the Quality Management screen for the Material Master. 
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Figure 4.21 Quality Management Screen for Material Master 
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4.13.1 General Data 


Inspection Setup 

This indicator is set if a quality management inspection setup already exists for 
this material/plant combination. If the quality inspection user wants to enter the 
inspection setup information for this material at this plant, there is a button to the 
right of the indicator that will bring up the inspection entry screen The screen will 
allow a number of inspection types to be entered, such as Goods Receipt Inspec- 
tion, and Stock Transfer Inspection. 


Post to Inspection Indicator 

This indicator can be set so as to force material to be posted to inspection stock, 
This indicator is copied into the purchase order. However, this indicator is ignored 
if an inspection type that is stock-relevant—in other words, an inspection due to 
stock movement—has been entered in the inspection setup. 


Material Authorization Group for Activities in QM 

This field allows the quality department to add a layer of security to the quality 
information of each material. The authorization group that can be entered in the 
field will check to see if a quality inspection user has the correct authorization to 
view the information. The authorization group is defined in configuration via the 
navigation path IMG + Quality Management - Environment - Central functions - 
Authorization Management - Define Authorization Group and Digital Signature 


Document Required Indicator 

Once the indicator is set, it causes the system to record any changes to inspection 
lots or usage decisions. These status changes are recorded in change documents 
and can be viewed in the status history for the material. The status can be viewed 
by using the keys SHIFT + F4. 


Inspection Interval 

This field allows the quality department to enter the number of days required 
between inspections of the material at this plant. This figure is copied to the batch 
record, when a batch is created 


Catalog Profile 

This field is a value that is relevant in quality notifications. The catalog profile is 
defined in configuration. This can be found using the navigation path IMG - Qual- 
ity Management - Quality Notifications - Notification Creation - Notification 
Content - Define Catalog Profile. 
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4.13.2 Procurement Data 


QM in Procurement Indicator 

This indicator switches on the quality-management aspect of procurement. This 
can be activated at a plant level or a client level. If activated at a client level, then 
the QM control key should be defined also. 


QM Control Key 
The control key can be defined during configuration and determines how a mate- 
rial is affected by quality during the procurement cycle. The control key can deter- 
mine the following 


> If technical delivery terms must exist as a document 


> Ifa quality assurance document must exist between the company and the ven- 
dor 


> Ifa valid purchasing information record must exist 
> Ifa quality certificate is required from vendor on each shipment 


> If a block can be put in place against the invoice 


Certificate Type 

The quality certificate can be required by the quality department for each goods 
receipt item or purchase order item concerning certain materials from the vendor. 
There can be many different certificate types defined in configuration. The navi- 
gation path is IMG + Quality Management - QM in Logistics - QM in Procure- 
ment + Define Keys for Certificate Processing - Define Certificate Types. 


Target QM System 

The target QM system field allows the quality department to define the type of 
QM system they require from their vendors. For instance, the quality department 
may require that the vendors for the material have a ISO 9001 certification for 
their sites. The configuration in QM can define the requirements and, in addition, 
determine what rating vendors can achieve through the quality department's 
evaluation. 


The configuration for the target QM system can be found in transaction OQB7 or 
via the path IMG + Quality Management - QM in Logistics - QM in Procurement 
+ Define QM Systems. 
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4.14 Material Requirements Planning Data 


The MRP data is divided over a number of screens in the Material Master. Figure 
4.22 shows the first of these screens. The number of screens may depend on the 
version of SAP you are working in. This information is important in how material 
is made, planned, and produced within the plant. Some of the fields from the 
screens have been discussed in previous sections. 
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Figure 4.22 First MRP Data entry Screen 
4.14.1 Forecast Requirements 


Splitting Indicator 

The splitting indicator is an important function within forecast based planning. The 
forecast for a material may determine that production needs to manufacture 1,000 
units per month for the next six months. However, the planning function needs to 
split this into smaller time intervals. It may require the planning run to determine 
the number of units required to be produced each day for the first month, then 
weekly for the second month, and then monthly after that. To do this, a splitting 
indicator can be defined in configuration that determines the number of days, the 
number of weeks, and the number of forecast periods required. 
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This configuration can be found using the navigation path IMG + Production - 
Basic Data - Material Requirements Planning - Forecast - Define Splitting of 
Forecast Requirements for MRP. 


4.14.2 Planning 


Strategy Group 

The strategy group is a field that groups planning strategies. The strategies used in 
planning are usually predefined in SAP. Examples of strategies include 20—Make 
to Order Production, 30—Production by Lot Size, and 70—Planning at Assembly 
Level. 


The strategy group is defined with a main strategy and then can have up to seven 
other strategies as part of that group. For instance, the strategy group 33 may 
have its main planning strategy defined as 30—Production by Lot Size and then 
have 40—Planning with Final Assembly defined as part of the group. The config- 
uration for the strategy group can be found using the navigation path IMG - Pro- 
duction - Basic Data - Material Requirements Planning - Master Data - Inde- 
pendent Requirements Parameters + Planning Strategy - Define Strategy 
Group 


Consumption Mode 

The consumption mode is simply the direction in which the system consumes 
requirements. In backwards consumption the consumption of the planned 
requirements occurs before the requirement date. In a forward-consumption sys- 
tem, consumption occurs after the requirement date. 


Backward Consumption Period 

This field is a figure that relates to consumption mode. If the consumption mode 
is defined as backwards consumption, then this field can be defined to the num- 
ber of workdays that consumption should be carried out. The backward con- 
sumption period can last up to 999 workdays from the current date. 


Forward Consumption Period 

This field also relates to consumption mode. If the consumption mode is defined 
as forward consumption, then this field can be defined to the number of work- 
days that consumption should be carried out. The forward consumption period 
can last up to 999 workdays from the current date. 
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Mixed MRP 

The mixed MRP field can identify the material as being available to one of three 
options: sub-assembly planning with final assembly, gross requirements planning, 
or sub-assembly planning without final assembly. 


Planning Material 

The planning material can be used when the material has a bill of materials that 
contains variant and non-variant parts, Using another material (the planning 
material), the planning department can plan the non-variant parts. When plan- 
ning runs, the planning material is not produced but is only used to plan the non- 
variant parts. This planning strategy is called planning with a planning material. 


Planning Plant 
The planning plant is the plant associated with the planning material. 


Conversion Factor for Planning Material 

If the regular material and the planning material do not have the same unit of 
measure, a conversion would be needed. The field is a 10-character string and can 
be defined as appropriate. If the field is blank, the system assumes that the con- 


versation factor is one 
4.14.3 Availability Check 


Total Replenishment Lead Time 

The total replenishment lead time is the time, in workdays, that it will take before 
the material is available to be used or sold. This field is not a system calculation 
but should be the sum of the total in-house production times and the planned 
delivery times. This field should be entered if the planning department wishes it 
to be part of the availability check. 


Cross-Project Material Indicator 
This is used for project stock. This indicator allows the user to take into account all 
project stock or just the one project segment. 


4.14.4 Bill of Materials Explosion 
Selection Method 
The selection method determines the way in which alternate bill of materials 


(BOMs) are selected during MRP. There are four selection methods to choose 
from: 
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> Selection by Order Quantity—alternative BOM is chosen by lot size 
> Selection by Explosion Date—alternative BOM is chosen by date 


> Selection by Production Version—alternative BOM is defined in production 
version 


> Selection by Only Production Version—if no production version exists, then no 
production orders are created 


Component Scrap 

The component scrap figure is a percentage needed to calculate the correct figure 
for component stock in MRP. This field is needed if the material is a component 
in a BOM. If a BOM for a finished material needs 400 units of material X, and 
material X had a component scrap figure of 10%, then the actual figure needed 
would be 110%, that is,. 440 units of material X. This figure is not used if it is 
defined in the BOM 


Individual or Collective Requirements 

This indicator allows the planning department to determine whether this material 
is relevant for individual or collective requirements, or for both. Individual 
requirements are the quantities of the material that are shown separately. The col- 
lective requirements are quantities of the material that are grouped together. 


Requirements Group 
The requirements group field can be set to allow the system to group together the 
material requirements for the material, on a daily basis. 


MRP Dependent Requirements 
This indicator is used for make to stock materials and assemblies. The indicator 


can be set to indicate that the materials-dependent requirements are relevant for 
MRP. 


4.14.5 Discontinued Parts 


Discontinuation Indicator 

This indicator is used when a material is being discontinued. For MRP purposes, 
the system needs to know whether this material has dependent requirements. 
This indicator can be set to 1 for a single level material and to 3 for dependent 
requirements 
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Effective-out Date 
This is the date by which the inventory of the discontinued material will be at 
zero. At this time, the follow-up material will be used in its place 


Follow-up Material 
This is the material number of the material that will take the place of the discon- 
tinued material on the effective-out date. 


4.14.6 Repetitive Manufacturing/Assembly 


Repetitive Manufacturing Indicator 

This indicator allows the material to be considered in repetitive manufacturing. If 
this indicator is set, a repetitive-manufacturing profile also must be entered for 
the material. 


Repetitive Manufacturing Profile 
The repetitive manufacturing profile is configured but allows the production user 
to determine some of these issues: 


> Error correction for during backflushing 

> Goods issue backflushing at goods receipt 

> Planned order reduction 

> Which movement types are used 

The repetitive manufacturing profile can be configured using the navigation path 


IMG - Production - Repetitive Manufacturing - Control Data - Define Repeti- 
tive Manufacturing Profiles 


Action Control 

The action control field defines what actions occur and in what sequence they will 
occur for a planned order. The planning department can define this field in con- 
figuration to create actions that can occur during the planned order. 


The action keys combined to make up the action control are defined in configu- 
ration using the navigation path IMG + Production - Material Requirements 
Planning - Procurement Proposals - Planned Orders - Action for Planned Order 
+ Define Action Keys. 


Table 4.6 shows the keys and actions pre-defined in SAP. 
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key Action 

BOME Explode BOM 

BEMA Explode BOM, Check Material Availability 
NEMA Check Material Avail. no BOM explosion 
MAAV Check Material Avail. BOM explosion if nec 
RSMA Reset Availability Check 

SCHE Schedule Planned Order 

cPpoD Change Planned Order 

PRNT Print Component List 

ZZxx User Defined Action 


Table 4.6 Action Keys Pre-Defined in SAP 


The action control can be defined by selecting these action keys. The configura- 
tion can be found using the navigation path IMG + Production + Material 
Requirements Planning - Procurement Proposals - Planned Orders - Action for 
Planned Order + Define Action Control. 


Figure 4.23 shows the second of the MRP data entry screens. 
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Figure 4.23 Second MRP Data entry Screen 
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4.14.7 General Data 


MRP Group 

The MRP group is a combination of special control parameters specific to the total 
planning run. The MRP group is created at plant level and assigned to materials 
with similar needs for these parameters. 


The MRP group is created in transaction OPPR or via the navigation path IMG + 
Production - Material Requirements Planning - MRP Groups - Carry Out Over- 
all Maintenance of Material Groups. 


Figure 4.24 shows the fields available for modification for the MRP group. 
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Figure 4.24 MRP Group Parameters 


ABC Indicator 


The ABC indicator allows a determination to be made based on consumption cri- 
teria. The higher the consumption, the more important the material, and the ear- 
lier in the alphabet its indicator. The SAP system pre-defines the indicators A, B, 
and C, but it is possible to define other indicators. 
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The ABC indicator can be configured using the navigation path IMG - Logistics— 
General + Material Master - Settings for Key Fields + Define ABC Indicator. 


4.14.8 MRP Procedure 


MRP Type 

The MRP type is a key to a procedure that is used to plan a material and to control 
which MRP parameters can be maintained for the material. SAP pre-defines a 
number of MRP types, but it is possible to create new MRP types in configuration. 
Table 4.7 shows these standard MRP types and their descriptions. 


MRP Type Description 

PD standard MRP 

vB manual reorder point planning 

VM automatic reorder point planning 

vi automatic reorder point planning (including external requirements) 
v2 automatic reorder point planning (without external requirements) 
w forecast-based planning 

ND no planning 


Table 4.7 SAP Standard MRP Types 


The planning department can create new MRP types using configuration via the 
navigation path IMG - Production - Material Requirements Planning - Master 
Data - Check MRP Types 


Reorder Point 

This field is used only for reorder point planning. The planning department can 
enter a reorder quantity for a material. If the stock level drops below the reorder 
point, then a requirement Is created. 


Planning Time Fence 
The planning department, to create a period of time when there are no automatic 
changes to the master plan, enters a value for the planning time fence. 


Planning Cycle 


The planning cycle is a planning calendar that determines when material is 
ordered and planned. In order for this data to be relevant, the material must be 
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assigned an MRP type that allows time-phased planning. The planning cycle can 
be configured for the specific planning department. To configure the planning cal- 
endar use the navigation path IMG « Production - Material Requirements Plan- 
ning - Master Data - Maintain Planning Calendar. 


MRP Controller 

The MRP controller is defined as a person or persons who are responsible for the 
planning of the material. The MRP controller can be configured via the navigation 
path IMG - Production - Material Requirements Planning - Master Data - 
Define MRP Controllers. 


4.14.9 Lot Size Data 


Lot Size 

The lot-size key field defines the lot-sizing procedure. The procedure calculates 
the reorder quantity in the planning run. The lot size can be defined for short- 
term and long-term periods. The production department will determine what lot- 
size calculation is required for the material. The lot size calculation can be config- 
ured in transaction OMI4 or via the navigation path IMG - Production - Material 
Requirements Planning - Planning - Lot-Size Calculation - Check Lot-Sizing Pro- 
cedure. 


Minimum Lot Size 
The planning department can enter this field to determine this material's mini- 
mum lot size for procurement 


Maximum Lot Size 
This is the material's maximum lot size for procurement. This value is used in the 
lot-size calculation for production orders 


Fixed Lot Size 

The fixed lot size is the amount of the material that is ordered if there is a shortage 
of the material. If the fixed-lot size is less than the shortage, then multiples of the 
fixed lot size will be ordered to cover the shortage 


Maximum Stock Level 

This field is only used if the lot-size key "replenish to maximum (HB)" has been 
entered for this material. This field determines the maximum level of stock for this 
material at the plant. 
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Ordering Costs 

These costs are only used with the optimum lot-sizing procedure and represent the 
cost of producing or purchasing the material above the normal purchasing costs. 
The system assumes the currency is the same as the currency used for the plant. 


Storage Costs Indicator 
This field is used only with the optimum lot-sizing procedure. It is defined as the 
cost of storing material based on the quantity and the unit price 


Assembly Scrap 

Similar to the component scrap field, this field allows the user to enter the 
amount of scrap that normally occurs during the assembly of a material. The per- 
centage scrap will allow the lot-size calculation to increase to allow for the scrap. 
A value should only be entered if this material is an assembly 


Takt Time 

»Takt« is the German word for beat or cycle. Production uses takt time as the rate 
that a material is completed. If the takt time is defined as four hours, that means 
every four hours a complete material is produced. 


4.14.10 Procurement 


Procurement Type 

The procurement type describes how a material is procured. The material either 
can be purchased externally from a vendor, produced in-house via a production 
order, or it can be both produced and purchased. 


Batch Entry 

The batch entry key is used to identify where the batches have to be entered in 
the production process. Three options are available for the batch entry field. 
These are 

> Manual Batch Determination at release of order 

> Batch Not Required in Order; confirmation required 


> Automatic Batch Determination upon release of order 


Special Procurement 

The special-procurement key is configured to describe a procurement scenario. 
The key can determine the procurement type, procurement from another plant 
and BOM characteristics. The configuration of the special procurement key can be 
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found via the navigation path IMG - Production - Material Requirements Plan- 
ning « Master Data - Define Special Procurement Type. 


Production Storage Location 
If the material is produced in-house, the storage location entered In this field is 
used in the planned or production order. It also is used for backflushing purposes. 


Default Supply Area 

The default supply area is a field used for KANBAN operations. The default supply 
area is a defined interim storage area, which supplies material to the production 
operation. The supply area is not part of configuration and can be defined in 
transaction PKO5, or via the navigation path SAP Menu » Logistics - Production 
+ KANBAN - Supply Area « Maintain. 


Storage Location for External Procurement 
This storage location is defined in this field and is used as the storage location 
defaulted into the planned order for material procured externally. 


JIT Delivery Schedule 
This indicator can be set to allow a JIT delivery schedule to be generated as well 
as the forecast schedules for this material. 


Co-Product Indicator 

A co-product is a material generated by the production process that has the com- 
position or characteristics of a manufactured product or raw material. This field 
indicates whether this material can be used as co-product. 


Bulk Material Indicator 
This indicator, if set, defines the material as a bulk material for BOM purposes 


4.14.11 Net Requirements Calculations 


Safety Stock 

The purpose of safety stock is to ensure that there is no material shortage for pro- 
duction. The safety stock level is designed to offset any unexpected increase in 
demand 


Service Level 


This percentage field is used in the calculation of safety stock. A low service- level 
percentage will reflect in a low safety-stock level 
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Minimum Safety Stock 

The minimum safety-stock level is the lower limit of the safety stock range. This 
should only be used if the planning department in forecasting and calculation of 
safety stock 


Coverage Profile 

The coverage profile defines parameters used in the calculation of dynamic safety 
stock. The dynamic safety stock is calculated using daily average requirements and 
the range of coverage. The coverage profile can be found in table T438R. The cov- 
erage profile can be configured via the navigation path IMG + Materials Manage- 
ment + Consumption-Based Planning - Planning - MRP Calculation - Define 
Range of Coverage Profile 


Safety Time Indicator 

The safety time indicator allows the user to define the mechanism for safety time. 
Two indicators can be used. The first allows the safety time to be active for all 
requirements; the second is just for independent requirements, The safety time is 
the time by which the MRP requirements can be brought forward. This inserts a 
time buffer to allow more time for the delivery of materials, among other things. 


Safety Time 
This is the actual time that the MRP requirements are brought forward. The figure 
is the number of actual workdays 


Period Profile for Safety Time 

In defining safety time, it can be useful to employ a period profile, given that 
requirements fluctuate at different times of the year. In configuration it is possible 
to create a safety time based on the dates the user wishes to enter for each 
period. It is possible to create a number of safety time-period profiles. 


The configuration can be completed in transaction OMOD or via the navigation 
path IMG + Materials Management - Consumption-Based Planning - Planning - 
MRP Calculation + Define Period Profile for Safety Time. 


4.14.12 Deployment Strategy 


Fair Share Rules 

This field is maintained if the company has, or will, implement distribution 
requirements planning (DRP). This field allows the planners to determine a rule 
for materials deployment when demand exceeds supply. 
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Push Indicator 
This field is maintained for DRP. If the material is in surplus, the planners can 
define whether the material is to be subject to push or pull distribution. 


4.15 Accounting Data 


The accounting data entry screen in the Material Master (shown in Figure 4.25) 
allows the accounting department to enter the valuation and price data needed 
to for inventory transactions. 
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Figure 4.25 Accounting Data Screen in Material Master 
4.15.1 General Data 


Valuation Category 

This field concerns whether the material is subject to split valuation. This means 
that the material can be valuated in different ways. An example of split valuation 
is valuation of batches separately. An example of where batches may be valuated 
differently is in the chemical industry where batches of the same material may 
have different numbers of days left before the batches expire. A batch with only 
10 days before expiry may be valuated differently from a batch that has 100 days 
left before expiry. 
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ML Active 


This indicator shows if the material ledger has been activated for this material. 
4.15.2 Current Valuation 


Valuation Class 
The valuation class is a mechanism to assign a material to general ledger (G/L) 
accounts. These G/L accounts are updated when material movements occur that 


are relevant to accounting. The valuation class is assigned to a material type, via 
configuration. 


The valuation class can be configured in transaction OMSK or via the navigation 
path IMG - Materials Management - Valuation and Account Assignment - 
Account Determination - Account Determination without Wizard - Define Val- 
uation Class. 


Valuation Class for Sales-Order Stock 


If the accounting department wishes, it can enter a different valuation class for 
sales-order stock. 


Valuation Class for Project Stock 
As with the valuation class for sales-order stock, above, the accounting depart- 
ment can enter a different valuation class for project stock. 


Price Control 


The price control is used in the valuation of the stock. The two options are moving 
price (V) and standard price (S). 


Price Unit 

The figure entered here is the number of units that the moving price or standard 
price relates to. Therefore, if the standard price for material XYZ is USD 3.24, and 
the price unit is 1000, then the actual cost per unit is USD 0.00324. The price unit 
is important when entering materials with very small prices, as it can prevent 
rounding errors if the number of decimal places in a report are not sufficient. 


Moving Price 

The moving average price is calculated by dividing the material value by the total 
stock. This price changes with each goods movement that is relevant for valua- 
tion. The accounting department can make an initial price entry if the price con- 
trol indicator is set to V for moving price. 
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Standard Price 

The standard price is a constant that once entered does not fluctuate. It does not 
take into account invoice prices or any other price-altering movements. The stan- 
dard price can be entered when the price control indicator is set to S for standard 


price. 


Future Price 
The standard price can be changed through an entry in the future price field. The 
future price is entered in the field and will become valid from the date that is 


entered in the valid from field. 
4.15.3 Determination of Lowest Price 


Tax Price 
This field is not used in the U.S. but is used in some countries. Ask your account- 


ing department if this field is used in your country. This field is available for enter- 
ing the price of the material for tax purposes 


Commercial Price 
This field, also, is not used in the U.S. but is used in some countries. Ask your 


accounting department if this field is used in your country. This field is available 
for entering the price of the material for commercial valuation purposes. 


Devaluation Indicator 

The devaluation indicator can be entered into a Material Master if the company 
feels that the material is a slow or non-moving item. The accounting department 
can configure a number of indicators for each material type per company code 
that has a devaluation percentage attached. The indicator can be changed to 
increase or decrease the devaluation percentage depending on the movement of 
the material stock. The indicators can be configured through transaction code 
OMW6 or via the navigation path IMG - Materials Management - Valuation and 
Account Assignment « Balance Sheet Valuation Procedures - Configure Lowest- 
Value Method - Price Deductions Based on Non-Movement - Maintain Deval- 
uation by Slow/Non-Movement by Company Code. 


4.15.4. LIFO Data 
LIFO/FIFO-Relevant 


If this indicator is set, it means that the material is subject to LIFO and FIFO val- 


uation. 
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LIFO (last in, first out) valuation for stock implies that as new stock comes in and 
then moves out first, the old stock does not change in value and there is no over- 
valuation of the older stock. 


FIFO (first in, first out) valuation calculates the valuation of the stock based on the 


price of the last receipt. Although this is the most realistic valuation, it can over- 
valuate older stock. 


LIFO Pool 


The LIFO pool is ignored if the material is not LIFO relevant. The LIFO pool can be 
configured to define a group of materials that can be valued together. The LIFO 
pools can be configured in transaction OMW2 or via the navigation path IMG « 
Materials Management - Valuation and Account Assignment + Balance Sheet 


Valuation Procedures - Configure LIFO/FIFO Methods - LIFO Configure LIFO 
Pools. 


4.16 Costing Data 


The costing data screen of the Material Master, shown in Figure 4.26, allows the 
costing department to enter costing information for the material. Some of the 
fields on this screen have been discussed in previous sections. 
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Figure 4.26 Costing Data Entry Screen for Material Master 
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4.16.1 General Data 


Origin Data 

The origin group is used to subdivide overhead and material costs. The material 
can be assigned to an origin group, and overhead costs are assigned to different 
origin groups at different percentage rates or at a flat cost. 


Costing Overhead Group 
The costing overhead group applies overhead costs from the costing sheet of a 
production order to materials in that group. 


4.16.2 Quantity Structure Data 


Task List Group 
A task list group can combine production processes that are similar and are for 
similar materials. It can be used to group task lists for varying lot sizes 


Group Counter 
Combined with the task group list, this identifies a unique task list for the mate- 
rial. 


Task-List Type 

This field identifies the task list type. The task list type can be maintained using 
transaction OP8B or via the navigation path IMG - Production + Basic Data - 
Routing - Control Data + Maintain Task List Types. 


Costing Lot Size 
This field allows the product costing department to enter a lot size for the material 
that would be used in the product cost estimate 


This chapter discussed the elements that make up the material master file. When 
you first encounter the SAP material master file, it might seem daunting. Other 
inventory or integrated systems have item master files that are a fraction of the 
size of the material master. This is important when bringing on legacy systems. 
When converting item master files into the SAP material master, it is usual for the 
legacy master files to only hold few of the necessary fields for the material master. 
Most companies spend a great deal of time constructing data for the material 
master, Therefore, if you intend to be involved in the material master and assist in 
this type of project it is prudent to learn about the material master structure and 
the implications of entering or not entering information into material master 
fields. 
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5 Vendor Master Data 


The Vendor Master is as important to accounting staff as it to those in 
purchasing. The vendor's relationship with any company is twofold; 
negotiating price and supplying material through purchasing, while 
invoicing and receiving payment through accounts payable. 


The Vendor Master is a collection of data that fully describes the vendor's rela- 
tionship with the company. The vendor normally will have an initial relationship 
with the purchasing department. Purchasing may have selected the vendor 
through its response to a request for quotation or because itis the sole vendor for 
a required material. However, before a vendor is authorized, the accounting 
department will ensure that the information it requires is available and satisfac- 
tory. 


Just as a Material Master record is not complete until all relevant departments 
have entered their data, the Vendor Master is not complete until both the 
accounting and purchasing departments have entered their information. 


The Vendor Master can be created using three transactions, each of them giving 
different views of the data to be entered for the vendor. The three transactions 
are: 

> XKO1—Create Vendor Centrally 

> FKO1—Create Vendor via Accounting 

> MKO1—Create Vendor via Purchasing 


5. General Data 


The transaction XKO1 enables accounting users to enter the account code for the 
vendor and either the company code or purchasing organization, or both (See 
Figure 5.1). The vendor number may need to be entered if the account group Is 
defined as allowing only external number assignment. 


The Vendor Master can be created by referencing an existing vendor. To do this, 
use the reference field below the Account group field. This can be an efficient 
method of creating vendors that may have the same or similar data. 
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Figure 54 Entry Screen for Transaction XKO1 


5.11 Address Screen 


The initial screen of the Vendor Master is the address screen is seen in Figure 5.2. 
The information to be entered relates to address and communication. 
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Figure 5.2 Create Address Screen for Vendor Master 
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Title 

This is the title for the vendor. If it is a company, then select the company option; 
otherwise, select the appropriate salutation. The titles for the business address 
forms can be configured in the IMG (R/3 Enterprise) via the navigation path IMG 
. Flexible Real Estate Management « Address Management - Maintain Texts for 
Form of Address. 


Name 

The name of the vendor should be consistent to avoid duplicate vendor entries. 
The purchasing department should create a template to follow so that the vendor 
name always appears the same way as it is entered into the Vendor Master This 
will benefit the purchasing users during vendor searches 


Search Terms 

The search term Is used to find vendors. The entry of data into the search- term 
field can be structured so that purchasing users can easily remember the criteria 
for this type of search. For example, the policy may be to enter a search term that 
is the first five characters of the vendor name plus the two-letter country code for 
the vendor's country location. For these criteria, the search term for Smith Broth- 
ers of London, England would be SMITHGB and for Lakshmi Machines of Coim- 
batore, India would be LAKSHIN. There is no case sensitivity for this field. 


Street Address 

The street address is the address of the vendor. The country, region, and postal 
code will be used to calculate the tax jurisdiction code. If connected to an exter- 
nal tax system, such as Vertex or Taxware, the transaction may validate the 
address information that you enter to ensure that a valid tax jurisdiction code is 
obtained. 


PO Box Address 
Many companies use post-office boxes, and these fields allow that information to 
be added to the Vendor Master. 


Communication 


The communication fields should be kept up to date, as fax numbers and email 
addresses change at the vendor regularly 
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5.1.2 Control Screen 


The control screen (shown in Figure 5.3) allows the accounting user to enter some 
general tax information and reference data. 
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Figure 5.3. Control Screen for Vendor Master 


Customer 

This customer field allows the purchasing user to enter the customer number for 
the vendor, if the vendor is both a vendor and a customer of the company. For 
example, a paper-pulping company may be a vendor for paper products to a par- 
ticleboard manufacturer, but also may be a customer for scrap particleboard that 
it can use in pulp creation. 


Trading Partner 

If the vendor is part of an independent company that has been designated in 
financial accounting for consolidation purposes, then it is possible to enter that 
company in this field as a trading partner. The companies are configured as inter- 
nal trading partners in financial accounting. The navigation path is IMG - Enter- 
prise Structure + Definition - Financial Accounting - Define Company. 
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Group Key 

The group key is used to combine vendors to enhance the search capability. The 
group key is a 10-character string and is not configured. Therefore, a policy for 
entering a group key would have to be established before any vendor entry com- 
menced. 


Tax Numbers 1 and 2 

These fields allow the accounting user to enter the tax identification number, or 
numbers, of the vendor. In the U.S., this would be the Employer Identification 
Number (EIN), or Social Security number if the vendor were an individual. In 
France, this field would be the SIRET number, in Spain the NIF number, and so on 
for various countries. 


Tax Type 
The tax type can be assigned to the vendor to identify its position as regards sales- 
and use-tax responsibility. 


Jurisdiction Code 

The tax jurisdiction code is either determined in SAP by the information entered 
in the address field or referenced from an external tax package, such as Vertex or 
Taxware. The tax jurisdiction code is valid only to vendors in the U.S. 


Country-Specific Tax Fields 

Some of the fields on the Vendor Master control screen are specific to certain 
countries. These are 

> Tax Number Type—specific to Argentina 

> Equalization Tax Indicator—specific to Spain 

> Sole Proprietor—specific to 11 countries including Italy, Peru, and Mexico 

> Sales/Purchase Tax—specific to countries that levy value-added tax (VAT) 


> VAT Registration Number—the VAT number for the vendor, important in EU 
countries 


> Fiscal Address—specific to Italy 


Global Location Number (GLN) 

In the vendor-control screen, the option is to enter the 13 digits GLN of the ven- 
dor. In SAP, the number is divided into three fields, Location Number 1, Location 
Number 2, and a Check digit field. The GLN is issued to a company and is a num- 
ber that identifies a legal, functional or physical location within a business or orga- 
nizational entity. GLN's are governed by strict rules to guarantee that each one is 
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unique worldwide. The identification of locations by GLN is required for an effi- 
cient flow of goods and information between trading partners through EDI mes- 
sages, payment slips, etc. The GLN is often found as a bar code on documents. 


Industry Key 

The industry key is another grouping that allows similar vendors to be grouped by 
industry. This field can also be found in customer master records. The industry key 
can be configured using the navigation path IMG - Sales and Distribution - Busi- 
ness Partners - Marketing - Define Industry Sector for Customers. 


Standard Carrier Alpha Code (SCAC) 

The National Motor Freight Traffic Association (NMFTA) in the U.S. maintains 
standard Carrier Alpha Code (SCAC). The NMFTA is a nonprofit membership 
organization with more than 1,000 motor-carrier members, regulated by the U.S. 
Department of Transportation's Surface Transportation Board and various state 
and federal agencies. 


The SCAC code is a four-letter string used to uniquely identify a shipping carrier. 
The SCAC code is frequently used in EDI, on the 856 Advance Ship Notice, the 
850 Purchase Order, and all motor, rail and water carrier transactions where car- 
rier identification is required. SCAC codes are mandatory when doing business 
with all U.S, Government agencies. 


Certain groups of SCAC codes are reserved for specific purposes. Codes ending 
with the letter U are reserved for the identification of freight containers. Codes 
ending with the letter X are reserved for the identification of privately owned rail- 
road cars. Codes ending with the letter Z are reserved for the identification of 
truck chassis and trailers used in inter-modal service. 


Forwarding Agent Freight Group 

This group key is assigned to the forwarding agent to group together forwarding 
agents. For example, the company's transportation department may decide to 
group its freight forwarders by mode of transport. Therefore, the transportation 
staff could configure three freight groups; rail, road and shipping. The freight 
groups are part of the determination of freight costs. The configuration for freight 
groups can be found via the navigation path IMG - Logistics Execution - Trans- 
portation - Basic transportation Functions - Maintain Freight Code Sets and 
Freight Codes - Define Forwarding Agent—Freight Groups. 


Service-Agent Procedure Group 


The freight costs can be calculated as part of the pricing procedure. To calculate 
the correct freight costs, the service-agent procedure group has assigned to it a 
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range of forwarding agents, The service-agent procedure group is then assigned to 
a pricing procedure to calculate freight costs. The group can be configured using 
the navigation path IMG - Logistics Execution - Transportation - Shipping Costs 
. Pricing - Pricing Control - Define and Assign Pricing Procedures - Define Ser- 
vice Agent Procedure Group. 


Vendor's QM System 

Many government agencies require that the quality management (QM) systems 
used by a vendor meet certain levels of verification. These verifications are the level 
of certification of the system, i.e., ISO 9001, ISO 9002 etc. The verification levels 
can be configured in transaction OQB7 or via the navigation path IMG - Quality 
Management « QM in Logistics - QM in Procurement - Define QM Systems. 


QM System Valid to Date 

The date is the expiry date of the certification of the vendor's QM system. For 
example, a company that has an ISO 9001:2000 certification has to renew it every 
three years according to ISO certification regulations. 


External Manufacturer Code Name or Number 
This field can accept a name that may not be the vendor name or number. The 
field will allow up to 10 characters. 


5.1.3. Payment Transactions 


The payment transaction screen, shown in Figure 5.4, allows the accounting 
department to add information on the bank details of the vendor and the pay- 
ment instructions. 


Bank Details—Country 
Enter the country where the vendor's bank is located 


Bank Key 

The bank key can be selected from the matchcode with the country code entered. 
The bank key can be entered as the bank-routing number (U.S.) or the bank-sort 
code (GB), or other country-specific bank identification. The bank key is not 
entered through configuration, but can be created in financial accounting via 
transaction code F101. All details for the bank can be created within that transac- 
tion. After entering the bank key in the payment transaction screen, you can see 
the relevant bank details by clicking on the Bank data button beneath the bank 
details table 
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Figure 5.4 Payment Transaction Screen of Vendor Master 


Bank Account 
This field allows the accounting department to enter the bank account number 
for the vendor at the bank. The bank-account field can be entered up to 18 char- 
acters in length. 


Account Holder Name 

If the bank account is not in the name of the vendor or the vendor company, then 
the account holder of the bank account can be entered in this field. This field can 
accommodate a name of up to 60 characters. 


Bank Control Key 

The control-key field is specific to each country. In some countries there is no 
information to enter; in others, such as France, Spain, Japan, and the U.S., the 
field is used. In the U.S., the field content should be 01 for a checking account 
and 02 for a savings account. Check with your accounting department to ensure 
that the correct information is entered into the field for the given country. 


International Bank Account Number (IBAN) 

The IBAN was designed because of growing pressure to improve the efficiency of 
cross-border payments in Europe, with respect to cost, speed, and quality. Such 
improvements required easier validation of foreign bank account numbers. The 
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IBAN design provided a standard method to enable the cross-border account 
number formats to be recognized and validated. The IBAN is additional informa- 
tion put on the front of the national account number format of each country. 


Check digits and a single simple algorithm perform validation. The algorithm cov- 
ers the whole IBAN and ensures that individual digits are not transposed. 


Recognition is in two parts. The IBAN commences with the ISO 3166 two-letter 
country code. It is therefore, easy to recognize the country in which the account 
is held. Within the national account identifier part of the IBAN, itis a requirement 
of the ISO standard that the bank be unambiguously identified 


The length of the IBAN is not standard across countries. The length can range 
from 28 characters in Hungary and Cyprus to only 15 characters in Norway. 


Partner Bank Type 

If the vendor has more than one bank account, then this field allows the account- 
ing user to specify in what sequence the accounts are used by entering a value in 
this key field. This value can then be used in the line-item payments. 


Reference Specifications for Bank Details 
This field can be used in countries where additional information or authorization 
is needed. This information is normally required in Norway and the United King- 


dom. 


Alternative Payee 

The alternative-payee field can be used to enter another vendor number to whom 
the automatic payments are made. The alternative payee may be needed if the 
vendor's bank accounts have been frozen. 


Report Key for Data Medium Exchange 
This key is only used for data medium exchange in Germany. 


Instruction Key for Data Medium Exchange 

The instruction key controls which statements are given to the banks during the 
payment order. This is used in Germany, Spain, Norway, Japan, and other coun- 
tries, as well as for the SWIFT format. 


The Society for Worldwide Interbank Financial Telecommunication (SWIFT) is a 
financial industry-owned co-operative. It supplies secure, standardized messaging 
services and interface software to more than 7,800 financial institutions in more 
than 200 countries. Many institutions have been using the MT-100 customer 
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transfer format for one-off credit transfers and repetitive instructions, such as 


lease payments. Since November 2003, the MT-100 has been replaced by the 
MT-103 Single Customer Credit Transfer. 


PBC/POR Subscriber Number 
This field is only relevant for payment orders within Switzerland. 


5.2 Accounting Information 


The transaction FIO1 enables the accounting users to enter the account code for 
the vendor and the company code. The vendor number may need to be entered 


if the account group is defined as only allowing external number assignment as 
seen in Figure 5,5. 
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Figure 5.5 Accounting Screen for Transaction FKO1 


5.2.1 Accounting Information 


The accounting screen allows the accounting department to enter relevant data 
about accounting, interest calculation, and withholding tax as it relates to this 
vendor within the given company code. 
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Reconciliation Account 

The reconciliation account is an individual general ledger account. A reconcilia~ 
tion account is recorded in line-item detail in the sub-ledger and summarized in 
the general ledger. The detailed information entered into the reconciliation 
account is all line-item data from the vendor account. These reconciliation 
accounts in the sub-ledger are important and must be maintained for vendors, 
and also for customers and asset accounts. 


The reconciliation in the general ledger is at the summary level and is used to rec- 
oncile against the vendor account at the total level. However, the sub-ledger can 
be used to identify line item data if necessary. 


A reconciliation account can be created using transaction code FSO1. When cre- 
ating a reconciliation account, remember that the account must be a balance- 
sheet account, the account group must be selected as a reconciliation account, 
and the reconciliation account type field must be entered as vendor. 


Sort Key 

The sort key allows the user to select a sort for the allocation field. The system 
sorts the document line items based on the key entered in the allocation field. 
Therefore, if the user selects the sort key 008, then the sort of the line items will 
be by the allocation 008, which is by Cost Center. 


Head Office 
This field allows an entry of a vendor number, which represents the head-office or 
master account for this vendor. 


Authorization Group 

The authorization group is a way of increasing security on certain objects. By 
entering an authorization group in this field, it is restricting access to the object to 
those users who have this authorization group in their SAP profiles. 


Cash Management Group 

In the cash-management functionality it is possible to allocate vendors to a plan- 
ning group. This planning group helps the cash-management department to have 
better information to produce or plan the company's cash forecast. 


Release Group 

The release-approval group can be defined and configured to allow only those in 
the group to be able to release for payment. The release group can be configured 
via the navigation path IMG - Financial Accounting + Accounts Receivable and 
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Accounts Payable - Business Transactions - Release for Payment - Define 
Release Approval Groups for Release for Payment 


Minority Indicator 

The minority-indicator field is only relevant for implementations in the U.S. Con- 
figuration is required to enter the relevant information, as there are no pre- 
defined fields in SAP. Many companies are asked by federal and local officials to 
report on the level of minority vendors supplying material to them 


A definition of a minority vendor, from Virginia Polytechnic Institute's Purchasing 
Guidelines, 2004, describes it as “a business that is owned and controlled by one 
or more socially and economically disadvantaged persons. Such disadvantage may 
arise from cultural, racial, chronic economic circumstances or background, or 
other similar cause. A minority-owned business is at least 519 owned and con- 
trolled by one or more such disadvantaged persons. Additionally, the manage- 
ment and daily business operations must be controlled by one or more such indi- 
viduals. Minority means any African American, Hispanic American, Native 
American or Alaskan American, Asian, or a person of Pacific Island descent who is 
either a citizen of the United States or a permanent resident." 


To configure the minority-indicator field, use the navigation path IMG « Financial 
Accounting » Accounts Receivable and Accounts Payable - Vendor Accounts + 


Master Data - Preparations for Creating Vendor Master Data - Define Minority 
Indicators. 


Certification Date for Minority Vendors 

The certification expiration date for the minority-vendor field is only relevant for 
implementations in the U.S. The certification for a minority vendor has an expira- 
tion date. This is required to be entered for the U.S. government. 


Interest Calculation Indicator 

If this account is suitable for automatic interest, then an interest calculation indica- 
tor must be selected. These interest calculations can be configured by the account- 
ing department via the navigation path IMG - Financial Accounting - Accounts 
Receivable and Accounts Payable - Business Transactions - Interest Calculation 
Interest Calculation Global Setting - Define Interest Calculation Types. 


Interest Calculation Frequency 
This field allows the accounting department to select a period that specifies when 


the interest calculation is run for this vendor. The period can range from monthly 
to yearly. 
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Withholding Tax Code 

Withholding tax generally refers to an income tax on foreign vendors from coun- 
try B, and applies to those that are not resident in the country A, but derive 
incomes form profits, interest, rentals, royalties, and other incomes from sources 
in country A. The company from country A will be the withholding agent. An 
income tax of a certain percentage will be withheld on such incomes by the com- 
pany from country A, which should turn the amount of taxes on each payment 
over to the local state treasury and submit a withholding income tax return to the 


local tax authority. 


There are a number of exceptions and rules associated with withholding tax and 
these are best defined by tax experts. 


Withholding Tax Country Key 
This field can be used in some countries that require this additional country key to 
calculate or report on withholding tax. 


Vendor Recipient Type 

In the U.S., Form 1042 is the annual taxable return used by withholding agents to 
report tax withheld on U.S. source income paid to certain non-resident individu- 
als and corporations. The withholding agent issues a Form 1042S, Foreign Person's 
U.S. Source income Subject to Withholding. The 1042 requires that a recipient type 
be entered. That two-digit code can be configured into SAP. Some examples of 
this code are: 01—individuals, 02—Corporations, 06—Foreign Governments, 
11—U.S. Branch treated as a U.S. person, etc. 


The recipient type field is also used in Spain for similar reporting. The recipient 
type can be configured via the path IMG - Financial Accounting - Accounts 
Receivable and Accounts Payable - Vendor Accounts - Master Data - Prepara- 
tions for Creating Vendor Master Data - Check Settings for Withholding Tax - 
Maintain Types of Recipient 


Exemption Number 
If a vendor is exempt from withholding tax and has an exemption certificate, then 
that number should be entered on the Vendor Master record. 


Validity Date for Exemption 

The exemption certificate has an expiration date that should be entered in this 
field. Often, the certificate is extended so the date of expiry should be updated 
when necessary. 


Accounting Information 


149 


150 


Exemption Authority 

On the IRS form 1042S, a code is required for explaining why there is no with- 
holding tax. This code can be configured into SAP and entered on the Vendor 
Master. Examples of this code are: 01—Income effectively connected with a U.S. 


trade or business, 03—Income is not from U.S. sources, and 07—Withholding 
foreign partnership. 


Previous Account Number 


This field can be used if the Vendor Master has been re-numbered, or you wish to 
store the legacy vendor number. 


Personnel Number 
Ifa vendor is also an employee, then this field will accommodate the employee's 


personnel number. 


5.2.2 Payment Transactions 


This screen, shown in Figure 5.6, allows the accounting user to add vendor infor- 
mation on the automatic payment transaction and payment data. Some fields on 
this screen have been discussed previously. 
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Figure 5.6 Payment Transactions Screen for Transaction FKO1 


Payment Terms 
Payment terms are defined to allow the vendor to offer cash discounts and favor- 
able payment periods to the company. In many accounts-payable departments, 
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before the time of electronic commerce, the rule was to pay the vendor as close 
as possible to the last day of the agreed payment period in order to maximize the 
day's payables and to keep the cash within the company. However, over the last 
10 years, vendors have been offering incentives to companies for fast payment, 
and purchasing departments have responded by implementing best practices for 
paying vendors as soon as the invoice arrives, or sooner. 


The payment terms on the Vendor Master record are entered by the accounting 
department and are configured if the payment terms are not found on the system. 
The payment terms can be configured via the navigation path IMG » Financial 
Accounting - Accounts Receivable and Accounts Payable - Business Transac- 
tions - Incoming Invoices/Credit Memos - Maintain Terms of Payment 


Tolerance Group 

A tolerance is a percentage or a value that is the limit to which an event can devi- 
ate. Therefore, a tolerance of 10% on a line item that is expected to be delivered 
with 100 units, will allow a delivery of 109, which under the 10% tolerance. A 
delivery of 111 will not be allowed as it is over the 10% tolerance. A tolerance 
group is a set of tolerances that are configured and assigned to a vendor if neces- 
sary. Each tolerance group is defined for a unique company code. The tolerances 
that can be defined are seen in Figure 5.7. 
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Figure 5.7 Data to be Entered for Tolerance Group 
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The tolerance group can be configured in transaction OBA3 or via the navigation 
path IMG - Financial Accounting + Accounts Receivable and Accounts Payable - 
Business Transactions - Open Item Clearing - Clearing Differences - Define Tol- 
erances for Customers/Vendors 


Check Flag for Double Invoices 
This indicator should be set if the accounting department wants the system to 
check for double or duplicate invoices when they are entered. 


Check Cashing Time 

The value of the check cashing time is used in cash management to calculate the 
cash outflow. The entry in this field can be calculated by analysis of the issue to 
cash date and an average used. 


Payment Methods 

The payment method entered here is used if there is no payment method entered 
in the line item. The options for this field can be configured via the navigation path 
IMG - Financial Accounting - Accounts Receivable and Accounts Payable - Busi- 
ness Transactions - Outgoing Payments - Automatic Outgoing Payments - Pay- 
ment Method - Set Up Payment Methods per Country for Payment Transactions. 


Payment Block 

The accounting department can enter a payment block on the Vendor Master that 
will prevent any open items for being paid. The payment-block keys are defined in 
configuration via transaction code OB27 or via the navigation path IMG « Finan- 
cial Accounting « Accounts Receivable and Accounts Payable + Business Trans- 
actions - Outgoing Payments - Outgoing Payments Global Settings - Payment 
Block Reasons - Define Payment Block Reasons 


House Bank 
The house bank can be entered if the same bank is always used. This field negates 
the configuration on the bank-selection screen. 


Individual Payment Indicator 
If this indicator is set, then every item is paid individually rather than having the 
items combined and paid. 


Bill of Exchange Limit 


A bill of exchange is a contract entitling an exporter to receive immediate pay- 
ment in the local currency for goods that would be shipped elsewhere. Time 
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elapses between payment in one currency and repayment in another, so the inter- 
est rate would also be brought into the transaction. The accounting department 
will determine whether the vendor requires a bill-of-exchange limit. 


Payment Advice by EDI 
If this indicator is set then all payment advices to this vendor should be sent via EDI. 
5.2.3 Correspondence Screen 


The correspondence screen, shown in Figure 5.8, allows the entry of data for dun- 
ning and correspondence. 


™ Create Vendor: Correspondence Accounting 
Vendor Edt Goto Extras Environment System Help 
jai, -lajeee 
= —_—— 


Vendor [ABCDEFF 
Company Code e001 


Dunning data — — — — 
Dunn procedixe Durning block 
Dun ecient | Legaldumproe 
Last dunned Dunning level 

Grouping key 


Correspondence 


Acctg cletk 
‘Acct w/ vendor 
Getk at vendor 
Actck telno 

Chess fax —ay, | 
Chk’e internet 


Account memo 


Local proces ie ec sttemen ri 


Figure 5.8 Screen for Entering Correspondence and Dunning Information 


Dunning Procedure 

Normally dunning involves sending reminder letters to customers for payment. 
However, in this case, dunning relates to reminding vendors to deliver the mate- 
rial from the purchase orders. 


The dunning procedure can be selected to reflect how the dunning should be car- 
ried out for this vendor. The dunning procedure can be configured in transaction 
FBMP or via the navigation path IMG « Financial Accounting - Accounts Receiv- 
able and Accounts Payable - Business Transactions + Dunning - Dunning Proce- 
dure - Define Dunning Procedures 
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Dunning Block 

Ifa dunning block is selected, then the vendor is not selected for the dunning run 
The dunning block can be entered at any time. The dunning block can be defined 
via the navigation path IMG - Financial Accounting - Accounts Receivable and 
Accounts Payable - Business Transactions - Dunning - Basic Settings for Dun- 
ning « Define Dunning Block Reasons. 


Dunning Recipient 

This field should be completed if the vendor is not the recipient of the dunning 
notices. If the correspondence should go to a central office or production site, 
then that vendor number should be entered. 


Legal Dunning Procedure 

If the dunning procedure that has been undertaken against a vendor has not been 
successful, then there is the option of legal dunning. Attorneys can carry this out, 
and documents can be produced through the SAP system. A separate form should 
be identified for this legal-dunning procedure. 


The field on the correspondence screen allows entry of the date when legal dun- 
ning procedures began 


Last Dunned 
This is simply the date on which the vendor was last sent a dunning document. 


Dunning Level 
This field indicates how many times the vendor has been dunned. This field is 
updated when a new dunning notice is sent. 


Dunning Clerk 

The dunning clerk is the person in the accounting department who is responsible for 
the dunning of the vendor. A two-character field identifies the dunning clerk. This 
dunning clerk field is configured via the navigation path IMG « Financial Accounting 
+ Accounts Receivable and Accounts Payable - Vendor Accounts - Master Data - 
Preparations for Creating Vendor Master Data - Define Accounting Clerks. 


Account Statement Indicator 
This indicator allows the accounting department to define when the vendor will 
receive its periodic statements. The vendor may receive them weekly, monthly, or 


yearly. 


Accounting Clerk 
The accounting clerk field uses the same lookup table as the dunning clerk. The 
accounting clerk does not necessarily have to be the same as the dunning clerk. 
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However, if the dunning clerk field is not entered, then the dunning clerk is 
assumed to be the same as the accounting clerk. 


Account with Vendor 
If known, the account number that the vendor uses to identify the company 
should be entered here. It is often found on the vendor invoice. 


vendor Clerk Information 
The last fields on this screen relate to information concerning the person at the 
vendor who has been assigned to manage the day-to-day operations between 


your company and your vendor. 


5.3 Purchasing Data 


The purchasing data for the vendor can be entered via transaction MKO1. Figure 
5.9 shows the purchasing information to be entered in the Vendor Master. Some 
of the fields on the purchasing data screens have already been discussed in Sec- 


tions 5.1 and 5.2. 
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Figure 5.9 Purchasing Information to be Entered in Vendor Master Using Transaction MKO1 


Purchasing Data 


155 


5.3.1 Purchasing Data Screen 


Order Currency 

The order currency to be used on purchase order with this vendor can be entered 
here. The currency is usually that of the vendor's country or that of the purchasing 
department 


Incoterms 

Incoterms make international trade easier and help vendors and customers in dif- 
ferent countries understand each other. Incoterms are standard trade definitions 
used in international contracts. The International Chamber of Commerce (ICC) 
based in Paris, France devised these. The latest version is Incoterms 2000 and has 
been translated into 31 languages. 


There are 13 Incoterms which are divided into four groups; Arrival, Departure, 
Carriage paid by seller, Carriage not paid by seller. These are seen in Table 5.1. 


Group Incoterm Long name Location 
£—Departure EXW EX Works Named Place 
D—Arrival DAF Delivered at Frontier Named Place 


D—Arrival DES Delivered Ex Ship Port of destination 


D—Arrival DEQ Delivered Ex Quay Port of destination 


D—Arrival DDU Delivered Duty Unpaid Destination 
D—Arrival Delivered Duty Paid Destination 
C—Paid Cost and Freight Port of destination 
C—Paid Cost, Insurance, Freight Port of destination 
C—Paid Carriage Paid To Destination 

c—Paid CIP Carriage, Insurance Paid Destination 
F—Unpaid FCA Free Carrier Named Place 
F—Unpaid FAS 


Free Alongside Ship Port of Shipment 


F—Unpaid FOB Free On Board Port of Shipment 


Table 51 Table of Incoterms 2000 


Vendor Schema Group 
The calculation schema is used to determine the pricing procedure for the vendor 


with relation to purchasing documents. The schema group can be configured via 
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the navigation path IMG - Materials Management - Purchasing + Conditions - 
Define Price Determination Process - Define Schema Group. 


Pricing Date Category 

The pricing date category is used to determine the date on which the pricing 
determination will take place. For instance, if the purchasing department decided 
to select the purchase order date, then the new price is calculated at the creation 
of the purchase order with the vendor. 


Good Receipt-Based Invoice Verification 
Setting this indicator allows the system to perform invoice verification based on 
the goods receipt amounts. 


Automatic Evaluated Receipt Settlement 

The evaluated receipt-settlement agreement is created between the vendor and 
the purchasing department. The agreement allows the purchasing department to 
send payments for the goods received at the time those materials are posted into 
stock. The vendor will not send an invoice for the material sent. This method of 
evaluated receipt settlement, sometimes called a two-way match, and is desig- 
nated a best practice by many purchasing experts. 


Automatic Evaluated Receipt Settlement—Returns 
If set, this indicator allows returns to be processed under the same evaluated 
receipt agreement. 


Acknowledgement Required 
This indicator determines whether the vendor is supposed to send an acknowl- 
edgement that they have received the order. This can be electronically sent via EDI. 


Automatic Purchase Order 
If a purchase requisition has been created and assigned to this vendor, then an 
automatic purchase order can be created if this indicator is set. This reduces work 
for the purchasing department. 


Subsequent Settlement 

The vendor may offer some kind of incentive to the purchasing department to pur- 
chase more material. This may take two forms. One may be an instant reduction in 
price—a promotional price—for a given period. The second incentive may take the 
form of the subsequent settlement. This is an agreement between the vendor and 
the purchasing department under which, depending on how much material is pur- 
chased, a rebate is offered at the end of an agreed period. So an office supply ven- 
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dor could agree to give a 10% rebate for the total amount of purchases over a 
three-month period. This would have a provision that the total amount of pur- 
chases would be more than 50% greater than for the same period in the previous 
year. If the purchases were in excess of the 50%, then the subsequent settlement 
with the vendor would take place at the end of the period. The vendor would give 
a 10% rebate on all the purchases over that period 


Business-Volume Comparison/Agreement Necessary 

If this indicator is set, data must be compared between the vendor and the pur- 
chasing department before any subsequent settlement is posted. In the example 
of the office-supply vendor, the agreement may depend on the comparison of the 
files from both parties. 


Document Index Active 
The document index is a way of automatically adjusting the purchasing docu- 
ments if the conditions change. 


Returns Vendor 
This indicator is set if the returns to this vendor are to be issued using shipping 
processing 


Service-Based Invoice Verification 

Some vendors provide services, and the work performed is entered using service- 
entry sheets. If this indicator is set, the acceptance is carried out at the level of the 
service-entry sheet. 


ABC Indicator 

The ABC indicator is used for many objects in SAP. The ABC indicator for vendors 
relates to the amount of sales the vendor does with the company. The ABC indi- 
cator is manually entered 


Mode of Transport for Foreign Trade 

This indicator is used if the vendor is involved in foreign trade. The mode of trans- 
port is defined for each country; this field determines how the vendor transports 
material. The field can be configured via the navigation path IMG - Materials 
Management - Purchasing - Foreign Trade/Customs - Transportation Data - 
Define Modes of Transport. 


Office of Entry 
The office of entry defines where the material purchased from this vendor will 
enter the country or leave in the case of a return. The office of entry is the cus- 
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toms office and is configured via the navigation path IMG - Materials Manage- 
ment - Purchasing - Foreign Trade/Customs « Transportation Data - Define Cus- 
toms Offices. 


Vendor Sort Criterion 

This field allows the purchasing department to sort the delivery items from the 
vendor in a specific manner. The default is by Vendor Sub-Range (VSR), but the 
sort can be by material number, material group, or EAN 


Revaluation Allowed 

This indicator allows the purchasing department to allow a revaluation of vendor 
deliveries that have already been settled. Setting this indicator means that all pur- 
chase orders from this vendor are included for revaluation. 


Grant Discount in Kind 

The vendor may offer materials to the purchasing department free of charge as an 
incentive to purchase. If this indicator is set, then this vendor has been identified 
as granting discount in kind. 


5.3.2. Partner Functions 
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Figure 510 Partner Functions for Vendor Master Using Transaction MKO1 


The partner function screen shown in Figure 5.10 allows the purchasing user to 
define the relationships between the vendor and the company. A vendor can vary 
in size from a sole proprietor to the largest multinational company. To best 
describe the vendor's various operations, partner functionality can be described. 
The partner functions are used for both customers and vendors. A selection of 
available vendor partner codes is seen in Table 5.2 
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Partner Code Description 

AZ Alternative Payment Recipient 
CA Contact Address 

cp Contact Person 

ER Employee Responsible 

cs Goods Supplier 

OA Ordering Address 

PI Invoice Presented By 

VN Vendor 


Table 5.2 List of Partner Functions 


Basically, the partner function allows the purchasing department to determine 
what function vendors perform within the larger vendor organization. For exam- 
ple, a multinational auto-parts manufacturer may supply material to your com- 
pany and you have created a vendor number (VN) for them. However, the 
address to which you send the purchase orders may be a separate address in a 
separate division of the manufacturer's business. Therefore, you would create a 
vendor number for the ordering address (OA), and that record is entered into the 
partner function screen for the VN vendor. 


Further, there may be a separate contact address (CA) for a vendor that supplies 
the invoices (PI), and an alternative payee (AZ). All of these can be created and 
entered into the partner functions screen of the VN partner. 


The partner functions are assigned to the vendor account groups. For example, 
the vendor account group 0001 may have different partner functions to the ven- 
dor account group LIEF. 


The partner function can be defined in configuration via the navigation path IMG 
+ Materials Management - Purchasing - Vendor Master + Vendor Hierarchy + 
Define Partner Determination. 


In this chapter, the Vendor Master file was fully discussed. There are different 
ways to enter vendor data and both the purchasing department and the account- 
ing department play a role in this important task. Entering the correct vendor 
information is important when material needs to be ordered quickly and cor- 
rectly. Any errors in the vendor master file can be costly if material cannot be 
sourced in a timely fashion and customer shipments are delayed. 
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6 Purchasing Information Data 


The documented relationship between the vendor and the material is 
important for the purchasing department. In order to reduce the 
length of procurement process, the purchase order can be generated 
from the information in the purchasing information record, thus 
reducing manual data input. 


The information found on the purchasing information record is the information 
that the vendor and the customer have negotiated in a verbal or written agree- 
ment. The information supplied by the vendor or from the contract is entered into 
the purchasing information record. A normal purchase information record is 
between a vendor and customer for a specific material. However, the vendor can 
supply a service that is defined by a material group rather than a specific material 
and this information can be entered into a purchasing information record. 


6.1 Purchasing General Data 


There are four distinct purchasing information records: 


> standard 

> contracting 

> pipeline 

> consignment 

Figure 6.1 shows the initial data entry screen for the creation of a purchasing 


information record. The screen shows the four types of information records that 
can be created. 


6.1.1 Create a Purchasing Information Record 


The transaction code to create a purchasing information record is ME11. The nav- 
igation path is SAP Menu - Logistics - Materials Management - Master Data - 
Info Record - Create 


At the initial screen (Figure 6.1) of the purchasing information screen, the pur- 
chasing user can decide what data to enter in order to create certain types of 
records. 
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Figure 64 Initial Screen for Creating Purchasing Information Record 


Standard Purchasing Information Record 
This type of purchasing information record contains the information supplied by 
the vendor for a specific material, service or group of materials or services. 


Subcontracting Purchasing Information Record 
The subcontracting purchasing information record can be used when the order is 


a subcontracting order. 


Pipeline Purchasing Information Record 
Pipeline materials such as electricity, water, oil, etc., are supplied by utility ven- 
dors and used by the customer through pipeline withdrawals. The pipeline pur- 
chasing information record reflects the information for this vendor/material com- 


bination 


Consignment Purchasing Information Record 
When a vendor supplies material to be stored at a customer's site for customer 
withdrawal, the purchasing department can create a consignment purchasing 
information record for that material 


6.4.2 Create a Purchasing Information Record with Material 
Number 
The purchasing information record can be created for a specific material by enter- 


ing the supplying vendor. The record can be created with or without a purchasing 
organization. If no purchasing organization is entered then the purchasing infor- 
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mation record will only be created with general data (see Figure 6.2), Ifa purchas- 
ing organization is entered with the material and vendor then the purchasing data 
screen will be available for the purchasing user to enter specific data that relates 


to that purchasing organization. 


6.1.3. Create a Purchasing Information Record without a Material 
Number 


Only entering a vendor in the initial data screen can create a purchasing informa- 
tion record. This purchasing information record will be valid for the vendor and a 
material group, which is mandatory entry on the general data screen (see Figure 
6.3). It is also mandatory to enter a description for the purchasing information 
record. This is not required if a material is entered. This description allows the 
purchasing user to describe the service that the vendor will provide for the mate- 
rials in the entered material group. This type of record can be created with or 
without a purchasing organization. If no purchasing organization is entered then 
the purchasing information record will only be created with general data. 


6.1.4 General Data Screen 
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Figure 6.2 General Data screen for Standard Material/Vendor Purchasing Information Record 
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Figure 6.3 General Data Screen for Material Group/Vendor Purchasing Information Record 


The general data screen is valid for either a material/vendor purchasing informa- 
tion record or for a material group/vendor purchasing information record. Figure 
6.3 shows that for a material group/vendor record, the information record must 
be given a valid description. Figure 6.3 also shows that only the order unit is 
shown and not the other unit of measure fields as in Figure 6.2. This is because 
the materials in the material group may have varying ordering units of measure. 


Reminder Fields 
The reminder fields (1, 2 and 3) contain the number of days that urging letters or 
emails can be sent to the vendor for this material. Negative numbers indicate the 


message is prior to the delivery date, positive numbers indicate messages after the 
date 


Vendor Sub-Range (VSR) 

The vendor can be used to sub-divide the vendor's products into different ranges. 
So the vendor could be an office products company and the sub ranges could be 
computer media, paper products, ink products, etc. 
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Vendor Sub-Range (VSR) Sort Number 

The vendor sub-range sort number allows the vendor sub-ranges to have different 
values, which are used to create a sort sequence. When a purchase order is cre- 
ated it uses the VSR sort number from the purchasing information records to 
sequence the materials in the purchase order. For example, if computer media has 
asort number of 40 and the sort number for ink products is 24, then the ink prod- 
ucts are sequenced before the computer media in the purchase order. 


Points 

The points system can be used where the purchasing department has negotiated 
with a vendor a subsequent settlement or rebate arrangement. The points field in 
the purchasing information record allows the purchasing user to enter the num- 
ber of points that are recorded each time a certain value of the material is 
ordered. The numbers of points are recorded for the amount ordered rather than 
the total value ordered 


At the end of the rebate period the number of points accumulated determines 
the value of the rebate from the vendor. 


Return Agreement 

The return agreement field determines what arrangement the client has with the 
vendor for the return of the material. The return agreement field can be config- 
ured so that unique return agreements can be defined. The return agreement is 
usually used for retail implementations and can be configured via the navigation 
path IMG - Logistics—General - Material Master + Retail-Specific Settings - 
Settings for Key Fields - Return Agreement 


In the next section the discussion will proceed to move specific date that is 
required by the purchasing organization. 


6.2 Purchasing Organization Data 


Once the general information has been entered the data the next screen is for the 
purchasing organization data. 


The data fields in Figure 6.4 are also found in the vendor master and the material 
master. However, by entering the information in the purchasing information 
record will be specific to the vendor/material. This information will be used in 
purchasing documents 


Depending on the agreement between the vendor and the client, the purchasing 
department will enter information on the tolerances, delivery time, quantities and 
the net price. 
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Figure 6.4. Purchasing Organization Screen for Purchase Information Record 


6.2.1 Conditions 


The purchasing information record contains information that defines the condi- 
tions for the material/vendor. The condition screen can be seen in Figure 6.5. 
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Figure 6.5 Condition Screen for Purchasing Information Record 
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Validity 

The conditions that can be entered for the purchasing information record are valid 
for a certain time period. For instance, if the agreement with the vendor is valid 
for three months, then the valid to date should reflect that. If the information is 
for future agreements, the validity dates can be entered to reflect this. 


Price Calculation Schema 

In purchasing, the condition types are used in pricing. A condition type can rep- 
resent a price, a tax, a transportation cost, a discount, etc. The condition types 
can be grouped together to form a pricing procedure, sometimes called a price 
calculation schema. The pricing procedure can be defined in the IMG using the 
navigation path IMG + Materials Management + Purchasing - Conditions - 
Define Price Determination Process - Define Calculation Schema. 


The calculation schema is created to produce a step-by-step procedure for a par- 
ticular event. For instance, in a pricing procedure the first step would be the con- 
dition type for a gross price, then a discount condition type, followed by a tax 
condition type etc. 


Condition Type 
The condition type is simply a function, which tells the system what type of cal- 
culation to perform, e.g., fixed amount, percentage etc. 


User defined condition types can be created in the IMG. The navigation path is 
IMG - Materials Management - Purchasing - Conditions - Define Price Deter- 
mination Process + Define Condition Types. 


The screen shown in Figure 6.6 requires that the condition type must be assigned 
to a condition class. Examples of the condition class include discounts, prices, 
taxes, expenses etc. It is also mandatory for a calculation type to be assigned to 
the condition type. The calculation type identifies whether the condition type is a 
percentage, quantity, formula, points, fixed amount, etc 


The entry screen is where the purchasing user can define how the condition type 
can be updated, either manually or automatically, and the validity date of the 
condition type. 


The scale fields allow the purchasing user to enter information on the condition 
type if it is valid for scaling. If a discount from a vendor is not a blanket 4%, but 
different depending on the amount ordered then this would be scaling. A vendor 
can give discounts for a specific material that increase the more the client pur- 
chases. For example, if the purchase order is for a quantity of up to 30 units the 
vendor would give the client a 19 discount; from 31-60 the discount is 2% dis- 
count; 61-120 the discount is 4% discount and over 121 it is a 6% discount. 
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Figure 6.6 Condition Type Creation Screen 


Access Sequence 

For each condition type there is an access sequence. This allows the condition 
type to access the condition tables in the correct sequence. The access sequence 
can be configured using the navigation path IMG - Materials Management - Pur- 
chasing - Conditions - Define Price Determination Process - Define Access 
Sequence 
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Condition Tables 

The access sequence defines the sequence in which to read the condition tables. 
The condition table consists of a number of fields that are selected and records are 
created to assign values to those fields. A condition table can be created in the 
IMG using the navigation path IMG - Materials Management - Purchasing - 
Conditions + Define Price Determination Process - Define Condition Tables and 
is shown in Figure 6.7. 
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Figure 6.7 Interaction of Calculation Schema, Condition Type, Access Sequence and Condition 
Table 


6.2.2. Text Screen 


There are texts fields that can be used to enter specific information regarding the 
particular purchasing information record. The screen in Figure 6.8 shows the two 
text fields into which information can be entered; the info record notes and the 
purchase order text. 


The screen displays five text lines of forty characters etc. However, double- click- 
ing on the more text icon will display a free form text input screen similar to a 
normal word processing program. Here additional text can be added if significant 
information needs to be included in the purchasing information record 
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Figure 6.8 Text Input Screen for Purchasing Information Record 


To the far right of the test item there is the status field. This shows how the text 
can be used. The purchasing user can 


> Allow the text to be used as is, with only changes to the original text allowed 


> Allow the text to be used and allow any changes to the text to be reflected 
back in the original text, but adopting the modified text 


> Allow the text to be displayed, but not to be printed or changed 


The relevance of the text fields can be determined in configuration. For each of 
the purchasing documents, RFQ, purchase order, contract, etc., the texts defined 
in master records can be prioritized for each document. 


The texts entered on a purchasing information record should be relevant to a pur- 
chase order line item. In configuration the configurator can define the priority 
against other text fields. This transaction can be accessed using the navigation 
path IMG + Materials Management - Purchasing - Messages - Text for Mes- 
sages - Define Texts for Purchase Order 


The configuration for the purchase order texts can be further sub-divided into 
header, line item, supplement and headings. The purchasing information record 
text would be most relevant to the document item, which is shown in Figure 6.9. 
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Figure 6.9 Texts Relevant for Purchase Order Line Item 


The configuration screen shows the following: 


> Document type, which in this case is NB for standard purchase order 
> Object type, EXPO for purchasing document item texts, etc. 


> Text ID, which is relevant to the particular object. 

New entries can be made to this list to allow new texts or modify the existing text 
sequence. 

6.2.3. Statistical Data 


Within the purchasing information record there is statistical information that is 
recorded and can be reviewed. The statistical screens can be accessed from within 
the general screen by clicking on Extras - Statistics 
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Figure 60 Statistical Data for Purchasing Information Record 


The statistical data screens shown in Figure 6.10 can be controlled to allow a com- 
parison between two different time periods. The statistical data reflects informa- 


tion on: 

> Order quantity and invoice value 

> Number of Purchasing Documents 

> Delivery Time Information 

> Delivery Reliability Information 

> Quantity Reliability Information 

This chapter has shown that a significant amount of data is required in the SAP 
purchasing functionality. This data drives the purchasing of materials and services 
within a business. Accurate data reduces unnecessary delays of receiving material, 


which in turn reduces production problems and improves overall customer satis- 
faction. 
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7 Batch Management Data 


Batch Management is an important part of a company’s ability to pro- 
duce, store, and sell material. The batch defines a quantity of material 
by characteristics unique to that batch. Those characteristics deter- 
mine how the material in that batch is used, sold, or moved. 
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7141 Batch Defi 


The definition of a batch will differ between companies, industries, and countries. 
For example, in the pharmaceutical industry there are strict guidelines and regu- 
lations that determine what a batch is. These regulations on batches and batch 
control include the ANSI/ISA-88 standard and the Food and Drug Administration 
(FDA) 21 CFR Part 11 specifications in the U.S. 


There is no one correct definition of a batch; however, the following definition 
from ExxonMobil Aviation Lubricants may help. 


"A batch is the specific quantity of a material produced in a single manufacturing 
process, i.e, under the same conditions, thus featuring identical properties Each 
batch of material is given a batch number. Each batch of a material is tested with 
regard to relevant characteristics to ensure it meets the values or within the range 
for those characteristics." 


A second definition of a batch is from the Marathon Oil Company, which signifi- 
cantly differs from other definitions. 


“A batch is a shipment of a single product that is handled through the pipeline 
without mixing with preceding or following shipments.” 


This third definition of a batch is from the Hawaiian Coffee Association. 


"A batch refers to a quantity of coffee coming to the roaster. Quantities of the 
same coffee arriving at different times would be viewed as separate batches. 
Changes from batch to batch—even of the same variety of bean—must be 
detected by the roaster if he is to produce coffees that are consistently the same." 


Whatever the definition, the fact is that the batch has to be identified by a batch 
record. This can be as simple as identifying bags of coffee beans as they arrive at 
the plant, or as complex as identifying a batch by numerous qualifying character- 
istics to ensure quality and safety. 
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A batch of material can either be purchased from a vendor or produced internally, 
The need to manage materials by batch has been discussed above; however, in 
SAP the material must be identified as one that is batch-relevant. The batch-man- 
agement indicator is found in the material master record on the Purchasing view, 
Sales/Plant view, Storage/Plant view, Warehouse view and the Work Scheduling 
view. 


The indicator for the material can be changed from "batch managed" to “non- 
batch managed" only if there has been no stock for the current period and the 
previous period, This is to allow for any previous period material posting. 


7.1.2 Pharmaceutical Industry 


The identification of a batch record is especially important for the pharmaceutical 
industry due the regulations set down by the FDA in the U.S, and other regulatory 
bodies across the world, such as the Drugs Controller General of India (DCGI), 
Bundesgesundheitsamt (BGA) in Germany, Health Canada, and the Medicines 
and Healthcare Products Regulatory Agency (MHRA), in the United Kingdom. 


These regulatory bodies are primarily interested in public safety. The regulations 
such as FDA 21 CFR Part 11, in the U.S., are aimed at improving the efficiency of 
quality control and the quality assurance process. Each batch produced has to be 
quality tested, with the results stored electronically against the batch number. 


Product Recall 

The batch number also can be used as the tracking device for companies in case 
of subsequent errors or contamination. Manufacturers publish product recalls 
every day, but for the pharmaceutical industry product recalls could be life-sav- 
ing. 


A pharmaceutical company can voluntarily recall product. If the company finds 
that a result from a test on a batch was incorrect and that puts the batch out of 
tolerance, then the product made from that batch could be hazardous. The errors 
could go all the way back to the vendor, if any of the material was purchased. If a 
vendor informs the company that a batch of purchased material was out of toler- 
ance, then this batch must be traced through the production process in order to 
find all finished goods batches that may contain the faulty batch 


In the U.S., the FDA has the power to request that a company initiate a recall 
when it believes that a drug violates the Food, Drug and Cosmetic Act (FDCA). A 
recall will be requested when the FDA concludes that: 
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> A drug that has been distributed presents a risk of illness or injury or gross con- 
sumer deception, 

> The manufacturer or distributor has not recalled the drug 

> FDA action is necessary to protect the public health 

In a recall, the manufacturer informs the retailer, wholesaler, or even the con- 


sumer how to identify the batch number on the product and what batch numbers 
are part of the recall 


7.2 Batch Master Record 


7.24 Creating a Batch 


The batch record can be created manually through the SAP menu using transac- 
tion code MSC1N. The navigation path is SAP Menu - Logistics - Materials Man- 
agement - Material Master - Batch - Create. Figure 7.1 shows the batch-creation 
screen 


The batch number can be internally or externally assigned, and the configuration 
paths are described in Chapter 3 
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Figure 74 Initial Batch-Creation Screen 
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Production Date 

The date when the batch was produced can be entered into this field. In some 
industries, this field is also used as the date the material was tested or re-tested. 
If a material is found to be still in tolerance after the shelf-life date has expired, 
the material can be re-tested, and the date of the re-test is entered into this field, 
in addition to a new shelf-life expiration date. Check with your clients to see how 
they need to use this field. 


Shelf-Life Expiration Date 

This date is the date on which the shelf life of this batch will expire. The shelf life 
of a product can vary between plants. This date can be used in the sales process, 
as customers may have set a requirement on the number of days shelf life remain- 
ing of a batch is acceptable. Some companies use this field to indicate the date on 
which a batch needs to be retested. 


Available From 

This field indicates when the batch will be available. For example, if a material 
needs to remain in the quality inspection process for a certain amount of days 
after testing, then the quality department can enter a date to inform other 
departments of when the batch is expected to be available. 


Batch Status 

The batch status indicator allows the batch to be classified as having restricted or 
unrestricted use. If the unrestricted indicator is set, then the batch has no restric- 
tion placed on its use. If the restricted use indicator is set, the batch is treated like 
blocked stock in planning, but can be selected by batch determination if the 
search includes restricted-use batches 


The batch status can be set to restricted from unrestricted by changing the indi- 
cator in the batch record. A material document will be posted that will show the 
movement of stock between the two statuses. 


Next Inspection 
This date field allows the quality department to enter the date of the next quality 
inspection of the batch, if applicable to this material. 


Vendor Batch 

If the material is purchased, then the batch number assigned by the vendor can 
be added to the batch record (See Figure 7.2). It is important to any product recall 
procedure that the vendor batch number is noted. The vendor batch number field 
allows a 15-character string to be entered. 
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Figure 72 Second Batch-Entry Screen 


The short-text field allows the user to enter a specific text for the batch record 
Clicking on the icon next to the short-text field can create a longer text item, if 


required. 


The other fields on the screen are six date fields. These fields do not have any 
standard functionality. The six date fields can be used for whatever purpose Is 
defined by the client. For example, these fields could contain the dates on which 
the material was inspected by the quality department. 


Class 

Figure 7.3 shows the third screen for the batch creation transaction. The classifi- 
cation screen allows the user to classify this batch by using a specific class selected 
from the class type 23. When the class is created, it must be assigned to a class 
type. The class type for batch objects is 23 
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Figure 7.3 Data Entry Into Classification Screen for a Batch 


Characteristics 

The class has been created using a number of characteristics. The values for this 
batch are assigned to the characteristics. The values of the characteristics allow 
users to complete classification searches to find objects, in this case batches, 
given certain characteristic values. The values also can be used as part of the 
batch-determination functionality to select batches that have characteristic values 
within the determination search parameters. 


Release Status 
Once the values have been entered against the characteristics, the user has the 
option to change the status of the classification 


The default for the status is released. However, the user has the option to set the 
status as incomplete or locked. The incomplete status can be used when not all 
characteristic values are known at the time of data entry. Figure 7.4 shows the sta- 
tus options available to the user. 
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Figure 7.4 Release Status of Batch Record 


Linked Documents 

The last input screen for the batch record is the documents screen, shown in Fig- 
ure 7.5. This allows the user to link documents that relate to the batch. These can 
be as simple as a quality testing document that has to be followed for testing each 
batch, or an engineering drawing for the specifications. 


To allow a document to be linked to a batch a configuration step must be com- 
pleted 


Use the transaction ODOC or use the navigation path IMG - Logistics—General 
- Batch Management - Batch Master - Activate Document Management for 
Batches. 


The configuration is simply switching on the field to allow document manage- 
ment for batches. 


Document Type 

Linked documents must be defined in the document management system (DMS). 
The document type field allows the purchasing user to specify a document. This 
document for the batch will be that of a certain category. The categories are 
defined in the DMS. Depending on the industry of the client, the number of doc- 
ument types can vary. Document types can include recipes, specifications, quality 
inspection worklists, or engineering drawings, among others. 
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Figure 7.5 Screen for Linking Documents to the Batch Record 


Document 

Once the document type has been selected, the user can choose the relevant 
document via the matchcode, using the document type as a key. The document 
identification is created in the DMS. 


Document Part 

Two other fields that can be entered by the user include the document part and 
the version. The document part allows the user to enter a section or part of the 
document that is relevant to the batch. For instance, if the batch falls under a 
quality testing protocol that in total is 140 pages long, the relevant text for the 
batch may be a certain part or section. If this is the case, that information can be 
entered on this screen. 


Version 

Documents are continually revised and updated. For a batch record, it is impor- 
tant that the correct version of the document be identified in this section. An 
incorrect version number may allow incorrect quality testing or inspection. 
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7.2.2. Changing a Batch 


Once the batch has been created, there may be an occasion where the batch 
record needs to be amended, either to modify a characteristic or to add a new 
linked document. To change a batch record use the transaction MSC2N or the 
navigation path SAP Menu - Logistics - Materials Management - Material Mas- 
ter + Batch - Change. 


The user can make changes to the batch record, but these changes are recorded 
and are available for review. The batch record screen has an extra tab in the 
change mode. This tab accesses a screen to view all changes made to the batch 
record 
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Figure 7.6 Changes to the Batch Record 


The changes screen, shown in Figure 7.6, shows the changes made to the batch 
record. The information recorded includes the user who created and changed the 
record. It also shows the fields that have been changed, including their values. 
This information is important to some companies, as a strict audit record is 
needed to show compliance with federal or local regulations. 
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7.2.3 Deleting a Batch 


There is no specific transaction for deleting a batch. It is possible to delete a batch 
through the change transaction MSC2N. 
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Figure 7.7 Initial Screen for Changing Batch 


The initial screen, seen in Figure 7.7 shows the change-batch transaction has a 
field named Batch Deletion Flag that can be set if the batch is to be deleted. 
However, setting the deletion flag does not immediately delete the batch. The 
indicator allows the batch to be processed by an archiving program that will 
determine whether the batch can be deleted. If the batch cannot be deleted, the 
deletion flag will remain until either the archiving program determines that the 
batch can be deleted or until the deletion flag is removed. 


The archiving process is unique to each company, so the deletion of a batch 
depends on how frequently information is archived. The BASIS team will be able 
to explain the archiving process for your particular client. 


7.3 Batch Determination 


The batch determination process is not unique to Materials Management. The 
process is important in Sales and Distribution, Production Planning, and Ware- 
house Management. Batch determination uses strategy types, search strategies, 
and search procedures in order for a batch to be identified in the relevant area. 


Batch Management Data 


The batch determination process uses the same type of selection protocol as 
described in pricing conditions; that is, the use of condition tables and access 


sequences 


7.31 Batch Determination Condition Tables 


The batch determination condition table consists of a number of fields that are 
selected and records that are created to assign values to those fields. A condition 
table can be created for each of the four areas that use batch determination 


The condition tables can be created in the IMG using the navigation path IMG - 
Logistics—General - Batch Management - Batch Determination and Batch 


Check + Condition Tables. 
There are then five options for condition table creation: 


> Inventory Management (Transaction OMA1) 
> Process Order (Transaction OPLB) 

> Production Order (Transaction OPLB) 

> Sales and Distribution (Transaction V/C7) 

> Warehouse Management (Transaction OMK4) 


7.3.2 Batch Determination Access Sequences 


For each batch strategy type, there is a batch determination access sequence. This 
allows the batch strategy type to access the condition tables in the correct 
sequence. The access sequences for the five areas, shown in section 7.3.1, can be 
configured using the navigation path IMG - Logistics—General - Batch Manage- 
ment « Batch Determination and Batch Check « Access Sequences 


It is important to note that these access sequences are cross-client. Any changes 


in one client will affect all clients. 


7.3.3. Batch Strategy Types 


The batch strategy type is the specification that tells the system what type of cri- 
teria to use during the batch determination process. A batch strategy can be 
defined in the five areas already mentioned. In materials management, a batch 
strategy type can be defined for different movement types. 


The batch strategy type can be configured using the navigation path IMG - Logis- 
tics—General + Batch Management - Batch Determination and Batch Check - 


Strategy Types « Define Inventory Management Strategy Types. 
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Figure 7.8 Initial Screen When Creating a New Strategy Type for Materials Management 


Figure 7.8 shows the available batch strategy types for Materials Management. 
Strategy types MEO1 and MEO2 are pre-defined in the system and should not be 
modified. The other strategy types shown on this screen are user-created. 
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Figure 7.9 Details Needed to Create a Batch Strategy Type 
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Figure 7.9 shows the fields that have been created for batch strategy type ZMM1. 
When creating a new strategy type enter the new strategy type into the condition 
type field. The field is defined as four characters. To indicate a user created strat- 
egy type, it should commence with the letter Z. 


The batch strategy type has to be assigned to one access sequence. The access 
sequence must already have been configured. 


In the selection fields is an option to define the values of certain characteristics 
within a class. The values can be maintained by clicking on “maintain.” 


The selection type field allows the user to determine how the batches are selected 
at the commencement of the batch selection. If the selection type is left blank, 
then the system will display the batches that meet the selection criteria. 


The sort sequence field allows the user to choose a sort that will define how the 
batches are sorted if they are selected. The sort sequence can be maintained on 
this screen if desired. 


The batch split field defines the number of batch splits that are allowed during the 
batch determination 


7.3.4. Batch Search Procedure 


The batch search procedure defines how the search is defined. The batch search 
procedure can be configured using the navigation path IMG - Logistics— General 
+ Batch Management - Batch Determination and Batch Check - Batch Search 
Procedure Definition - Define Inventory Management Search Procedure. 
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Figure 710 Batch-Search Procedures Defined for Inventory Management 
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The SAP system is supplied with one batch search procedure, MEQOO1. All user 
defined search procedures should begin with a Z. Once the name of the batch 
search procedure has been determined, the sequence of strategy types can be 
configured. To enter the strategy types, click on the Control data icon 
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Figure 711 Strategy Types for Batch Search Procedure Z0000. 


The batch search procedure is created to produce a step-by-step schema for a 
particular batch determination search. In figure 7.11, the batch search procedure 
Z00001 is defined to search for batches according to search type ZMM1 and then 
search type Z001. The batch search procedure can be configured to include other 
strategy types. 


7.4 Batch Information Cockpit 


7.4.1 Batch Information Cockpit Overview 


The batch information cockpit (BIC) is a transaction that combines views and 
analyses of batch information in a single location. The BIC allows the user to select 
batches, display all the information regarding the batch, access follow-up transac- 
tions, and use the batch worklists. 


The BIC is accessed using transaction BMBC or via the navigation path SAP Menu 
+ Logistics - Central Functions - Batch Management - Batch Information Cock- 


pit. 
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Figure 742 Central Area of Batch Information Cockpit (BIC) 


In Figure 7.12, the BIC has been run, and 20 batches have been selected. The 
materials are shown and the matches can be displayed by highlighting the mate- 
rial. The information regarding the batch is then displayed in a main screen. There 
are a number of different screens with information on this batch, and the tabs 
indicate those screens. 


The user can view the selections of a particular user group, defined in configura- 
tion, by selecting Utilities - User Settings. 


The user can select a user group that has been configured in the IMG. The user 
group view is a way in which different departments can use the BIC to see batch 
information relevant to their department. 


7.4.2 Batch Information Cockpit Standard Configuration 


The SAP system is delivered with a pre-defined configuration for the selection and 
layout of the BIC. Using transaction OBIC_DIS, the configuration of the BIC layout 
can be displayed, but not changed. To get to the transaction use the navigation 
path IMG + Logistics— General - Batch Management - Batch Information Cock- 
pit - Display SAP Standard Selection 
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Figure 713 SAP Standard Selection for BIC 


The SAP standard selection is shown in Figure 7.13. Fields of each of the tabs can 
be selected and displayed as shown in Figure 7.14 
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Figure 714 Fields Associated with Tabs from the SAP Standard Selection 
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7.4.3 Batch Information Cockpit User-Defined Con' 


uration 


If the standard SAP configuration does not address all the clients’ requirements it 
is possible to modify the BIC. Some clients have found that the standard view of 
the BIC is not suitable for all departments that need information on batches. 
Therefore, the user-defined BIC can be modified so that different user groups can 


have their own view of the BIC. 
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Figure 715 User Groups Defined for the BIC 


Once the user group has been defined, the attributes to the BIC for that group 
can be created. In Figure 7.15 the user group can be highlighted and then the 
selection tab table field screen can be selected. The selection tab title is the struc- 


ture that defines which fields are viewed in the BIC. 
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Figure 716 Selection Tab Fields Selected for the User Group 
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The screen shown in Figure 7.16 allows the user to define what tabs will be avail- 
able to the specific user group and in what order they appear. 
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Figure 717 Fields Selected for One Tab Specific to One User Group 


Once the tabs have been selected for the specific user group, the individual fields 
can be selected, as shown in Figure 7.17. The structure of the tab and the place- 
ment of the fields depend on the requirements of the user group. 


Batch Management is important to a growing number of industries. It has devel- 
oped from just an identification of a group of items to a process that allows com- 
panies to perform product recalls, select and sell by batch characteristics and 
identify expiring stock. As the drive for a competitive advantage continues, com- 
panies will further investigate how batch information can lower production time 
and hasten material to the customer. 
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8 Material Master Record 


Creation of a material master record depends on many different 
departments. Each layer of information is important in its own right, 
but the material record is not complete until all the relevant data has 
been entered. 


The relevance of the material master data was discussed in Chapter 3. In this 
chapter, we shall discuss how material master records are loaded, created, modi- 
fied and deleted 


841 Creating a Material Master Record 


The standard transaction for creating a material master record is MMO1. Other 
transactions can be used to create a material master. If the material type of the 
material to be created is known, then the material can be created using a transac- 
tion specific to that material type. So, if a material master record for a finished 
product is to be created, then the material user can use transaction code MMF1 
to create a material master record. 


8.1.1 Create a Material Master Record through a Schedule 


if the material master record for an item has been decided upon, but not ready to 
be released until a specific date then the material can be created via a schedule 
This functionality is part of the Engineering Change Management (LO-ECH). 


To create a material based on a schedule, use transaction MM11 or the navigation 
path SAP Menu - Logistics - Materials Management - Material Master - Mate- 
rial - Create (General) - Schedule. 
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Figure 84 Entry Screen for Creating a Material Master Record with a Scheduled Release 
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The entry of this record, shown in Figure 8.1, is different from a normal material- 
master creation, as it requires a date to be entered for the creation of the material 
and, if applicable, an engineering change number. The change number would be 
created by the engineering department to reflect a change in a specification that 
requires, in this case, a new material number to be created. 


The selection screens for this material creation are limited to the engineering 
screen and the data for the plant screen, as shown in Figure 8.2 and Figure 8.3. 
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Figure 8.2 Engineering Screen for Transaction MM11 


The screen in Figure 8.2, for engineering, requires the material user to enter a 
material description and a unit of measure for the material. The user can enter 
other relevant data, and can also link any relevant documents to this material, 
such as engineering, CAD, or design drawings. 
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Figure 8.3 Plant Screen Data for Transaction MM11 


The second data-entry screen for MM11 requires the material user to enter a MRP 
type, and if necessary, a MRP controller. There are a number of other fields, which 
can be entered for the plant level. 


After the material master has been created, there will always be an need to 
update or change material and the next section will explain methods for changing 
the material master. 


8.2 Changing a Material Master Record 


8.2.1 Change a Material Master Record—Immediately 


This is the most common way a material master is changed. The transaction code 
is MMO2 and can be found via the navigation path SAP Menu - Logistics - Mate- 
rials Management - Material Master - Material - Change - Immediately. 


The initial screen for MMO2 (see Figure 8.4) allows the material user to enter the 
material number and, if applicable, an engineering change number. Once a mate- 
rial number has been entered, the user may choose to select the particular area 
that is of relevance 
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Once the material field or fields have been changed, the material is saved. After 
the material is saved, the system logs the change made and the user who initiated 
the change (See Figure 8.5 and Figure 8.6). 
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Figure 8.4 Menu Path for Finding the Log of Changes Made to a Material Master Record 
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Figure 8.5 Material Change Display Showing Detail Change Information 
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Figure 8.6 Details of a Single change Made to Material 
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8.2.2 Change a Material Master Record—Schedule 


Ifthe material is not scheduled to be changed until a certain date, then the mate- 
rial change can be set ahead of time and a date-activation transaction, MM 13, can 
used to put the change into effect at the right time. The transaction code for this 
process is MM12 and can be found via the navigation path SAP Menu - Logistics 
+ Materials Management - Material Master « Material - Change + Schedule. 


The change can also be driven by an engineering change, and there is the oppor- 
tunity to enter that change number into the scheduling screen, as shown in Figure 
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Figure 8.7 Initial Screen Allowing User to Schedule a Material Change 


8.2.3. Change a Material Master Record—Activate 


This transaction allows the material user to release changes made to a material or 
a group of materials based on when the changes were made. For instance, ifa 
group of materials was changed because it received a new MRP controller num- 
ber, then this transaction allows the material user to release the scheduled 
changes up to a certain date. Users can run this activation in test mode so that the 
actual changes do not take place. 


The transaction code for this process is MM13 and can be found via the naviga- 
tion path SAP Menu - Logistics - Materials Management - Material Master - 
Material - Change - Activate. 


Activate To 

This field should contain the key date needed to include all scheduled changes as 
shown in Figure 8.8, So if the field contains the date 12/21/05 then all changes 
up to that date will be included. If the date field is blank then the system assumes 
that today's date should be used. 
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Figure 8.8 Activation Transaction for Scheduled Changes Made Through Transaction MM\12. 


Activate From 

This date is used to define the first date from which to include changes. For exam- 
ple, if this field contains the date 01/01/01, the system will include all scheduled 
changes made to the material from that date to the date entered in the Activate 
to field. If this field is blank, the system assumes that the field content should be 
copied from the Activate to field, and the activation will only be for that one day. 


Keep User Names 

This indicator allows the material user to decide what information is copied to the 
change document. If the indicator is set, then names of the user who made the 
scheduled changes will be copied across. If the indicator is not set, only the name 
of the person who ran the activation transaction will be copied across, It would be 
prudent to confer with your client as to the requirements of any audit trail they 
may require 


Changes Per Processing Block 

This field allows the material user to enter a value of between 100 and 500, which 
can increase the efficiency of the transaction at runtime. If there is a major change 
that requires more processing power, then this field can be changed to a higher 
number. However, if the indicator Keep user names is set, then this field must be 
set to one. 


Test Mode 


This indicator allows the material user to run the transaction in test mode, which 
does not activate any of the scheduled changes. 
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In the next section the deletion of a material master record is discussed. This is 
something not all companies wish to consider and discussions with your client is 
important. 


8.3 Material Master Deletion 


Material master deletion is a process that should be secure and require multiple 
checks prior to any action. 


The path to deleting a material starts with transaction MMO6 (or MM16 for 
scheduling a deletion). This transaction is to flag a material for deletion. Not all 
companies delete their materials, even if they have stopped using them or pro- 
ducing them. Returns, repairs, and other needs, cause a material to have a life in 
the system long after its relevance in production has ended. 


8.3.1 Flag for Deletion—Immediately 


This transaction allows a company to flag a material for deletion if it is decided 
that the material will never be used in the system again. This transaction does not 
delete the material, but flags the material master for deletion 


This transaction is called MMO6 and can be accessed through the navigation path 
SAP Menu - Logistics - Materials Management + Material Master + Material - 
Flag for Deletion + Immediately. 
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Figure 8.9 Flag-for-Deletion Screen 


Material Master Deletion 


197 


198 


The screen shown in Figure 8.9 shows the data that can be entered in the trans- 
action. The material user has the option to delete the material at different levels. 
Entering just the material number will flag the material throughout the system. 
Entering a plant or a sales organization or a warehouse number will flag the mate- 
rial to be deleted at that same level, i-e., sales organization or warehouse level. 


8.3.2 Flag for Deletion—Schedule 


This transaction is called MM16 and can be accessed through the navigation path 
SAP Menu + Logistics - Materials Management + Material Master - Material - 
Flag for Deletion - Schedule. 
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Figure 810 Scheduling Flag-for-Deletion Transaction 


The difference between this and the immediate transaction, shown here in Figure 
8.10 is that the material user has to enter a date for scheduling the flag-for-dele- 
tion date, not the actual deletion date 


8.3.3 Flag for Deletion—Proposal List 


Within transaction MMO6, there is an option to flag materials for deletion via a 
proposal list. Using the screen menu, Extras + Proposal List will cause a dialog box 
to appear with materials that the system has proposed to be flagged for deletion 
(See Figure 8.11). These materials are without any stock in the system 
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Figure 8.41 Proposal List for Materials That can be Flagged for Deletion 


8.3.4 Material Master Archiving 


The material master archiving program will delete the materials that have been 
flagged for deletion and that are suitable for deletion The transaction for the 
archiving process is MM71. This transaction can be found using the navigation 
path SAP Menu - Logistics - Materials Management - Material Master - Other 
+ Archiving - Archive/Delete. 
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Figure 812 Screen for Archiving and Deleting Material Master Records 
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Companies often delay setting procedures for archiving materials until after the 
implementation of Materials Management. As an SAP consultant, it is good prac- 
tice to inform clients about their long-term archiving needs. Many clients will run 
archiving as part of their monthly or semi-yearly routines. 


8.3.5 Remove a Material-Deletion Flag 


It is possible to remove the deletion flag once it has been entered, but before the 
archiving program has been run. Using transaction MMO6, enter the material 
number of the material that has the deletion flag required to be removed. On the 
initial screen, enter any specific relevant plant or sales organization. The subse- 
quent screen will highlight where the deletion flags are set. By deleting those indi- 
cators, the flagged for deletion status is removed. 


In the next section, the process of loading material master files is discussed. Load- 
ing of materials from a legacy system may be the only time this is performed 
However with the number of company mergers and acquisitions increasing, you 
may the material master loading is more frequent. 


8.4 Loading Material Master Records 


8.4.1 Loading Material Master Records via Direct Input 


When working on a new implementation for a company, you may be asked about 
the loading of material master records. If the implementation involved re-engi- 
neering, the client may have had a project to rationalize and cleanse its material 
master records from the legacy systems. In order to construct suitable material 
master records based on legacy records, the client would have needed a process 
for adding to the SAP material master record necessary details that would not 
have been available from the legacy iter master. This may have included collect- 
ing information from other legacy systems, or manual collection and entry. 


Once the material master information has been collated in a repository outside of 
SAP, it is possible to load that information into the new SAP system using a load 
program. 


Initially before any materials are loaded into SAP, it is good practice to clean out 
any spurious material records. It is advisable to use the program RMMMDEOO, 
run from transaction SE38, to delete all materials from the client. This will ensure 
a clean environment for the material data load. 


Using the material load program RMDATIND, through transaction code SE38, the 
client can load their items into SAP and into new material master records (See Fig- 
ure 8.13). 
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Figure 813 RMDATIND Program for Loading Material Master Records 


Another program can generate test data for the initial load program. The test-data 
generation program is RMDATGEN and can be run from transaction SE38 


8.4.2 Distribution of Material Master Records via ALE 


Material master records can be moved from one system to another via Applica- 
tion Link Enabling (ALE), a middleware solution in SAP's Business Framework 
Architecture (BFA). ALE can integrate data and processes between SAP systems 
and non-SAP systems. Messages between the systems are distributed by |Docs. 
An |Doc comprises a header, data segments, and a status record 


During a transfer of data, the outbound system creates an IDoc containing the 
data to be transferred, and this is transferred to the target system. In the target 
system, the IDoc starts inbound processing. The data is processed and then 
posted in the application, in this case the material master creation transaction. 


An ALE environment that moves material records as described can be found in cli- 
ents who control the creation of material master records centrally and then push 
the new materials out to their other SAP systems around the world 


The next section discusses the production version. This is important for the pro- 
duction staff and planning department. 
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8.5 Production Versions 


8.5.1 Production Version Overview 


A production version can be assigned to a material at the plant level. It describes 
the types of production techniques that can be used on the material. The material 
can have any number of production versions assigned to it. The production ver- 
sion can only be assigned to materials purchased externally and materials that are 
produced in-house, 


8.5.2 Creating a Production Version 


The production version can be entered against a material via the material master 
creation transaction (MMO1) or change transaction (MMO2). The production ver- 
sion can only be entered at the plant level, so the material must be used in at least 
one plant 


The production version dialog box can be reached through the MRP, Work Sched- 
uling or Costing screens. Figure 8.14 shows the production version dialog box via 
the MRP screen. We will explain the various fields in the Production Version 
Overview. 
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Figure 814 Entry Screen for Material Production Versions 


Version 
This is the production version key field: the key that determines what production 
techniques are applicable for the material. 
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Version Text 
This field is a description for the production version and is a 40-character field. 


valid To/Valid From 
These date fields allow the production user to determine the date range for which 


the production version is valid 


Repetitive Manufacturing 
If this indicator is set, it means that the production version is allowed to be used 


in repetitive manufacturing. 


Once these fields are entered, then the production version details can be added 


on the next screen, shown in Figure 8.15 
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Figure 8.15 Details of Production Value Key for Production Planning 
Basic Data 


The first field in the basic data section specifies whether the production version is 
locked or not locked. The next two fields relate to the minimum and maximum lot 
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sizes applicable for this particular production version. The basic data section also 
includes the validity dates. 


Planning Data 


There are three planning areas, which can be defined in the production version. 
These are: 


> detailed planning 
> rate-based planning 


> rough-cut planning 


For each of these planning types a task list, a task-list group, and a task counter 
can be selected, By entering a value for these, a particular task is identified for the 
production version, and thus a particular task is identified for the material. 


Bill of Material Data 

The bill of material data that can be entered for the production version includes 
an alternative bill of materials, a bill of materials usage key, and an apportionment 
structure. 


An apportionment structure determines how the costs are distributed as regards 
co-products. The system uses the apportionment structure to create a settlement 
rule that distributes the costs from the order header to the order items, that is, 
the co-products. 


Repetitive Manufacturing Data 

In addition to the repetitive-manufacturing indicator, the other fields are for the 
product line and the planning ID. The product line is one that is identified for 
repetitive manufacturing. This is important when working with capacity planning. 
The planning ID is used to group together production versions. This can be 
selected from the drop-down selection. 


Other Production-Version Data 
The last group of fields includes the receiving location, the default supply area and 
the issuing storage location 


8.5.3. Production Versions—Mass Processing 


There is a transaction that allows a different approach to entering production ver- 
sions. A mass processing approach allows the production user to change produc- 
tion versions collectively, thus saving time. Transaction code C223 can be used to 
enter the information on production version via the Production Planning menu. 
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The production department uses this transaction when entering large numbers of 
production versions for a plant. 


The navigation path of transaction code C223 is SAP Menu - Logistics - Produc- 
tion - Master Data - Production Versions. 


8.6 Revision Levels 


8.6.1 Revision Level Overview 


A revision level identifies a certain change status of a material. It is related to the 
change status of an engineering change record. The revision level can be assigned 
to a material within the material master record. 


The revision level can be entered into the material master from the MRP screens. 
There is an icon below the plant field that creates a dialog box, shown in Figure 
8.16. The dialog box requires the production user to enter an engineering change 
number and a revision number: 
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Figure 816 Dialog Box for Revision Number Within Material Master Change Record (MMO2) 
The engineering change document must relate to the particular material being 
changed; otherwise the revision level cannot be entered 


When the production user enters a revision number, the system will check to 
ensure that the revision number has not been used before and that it follows the 
sequence. The revision level functionality is configurable. 
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8.6.2 Revision Level Configuration 


Before any configuration is performed on revision levels, a configuration step 
needs to be performed in the Engineering Change Management (ECM) area. 
Transaction code OS54 is the setup transaction for the control data and that 
needs to be configured to make revision levels active. The navigation path is IMG 
+ Logistics—General - Engineering Change Management - Set Up Control Data 


The key configuration for the material master is in transaction OS55. This creates 
the sequence for the revision levels for materials. The navigation path is IMG - 
Logistics—General - Engineering Change Management - Revision Levels - 
Define Revision Levels for Materials 


In this chapter, material creation, modification and deletion were discussed. The 
material master is a highly complex master file with hundreds of links to transac- 
tions in SAP. Errors made in the material master can have serious effects on other 
modules, such as Sales and Distribution, Production Planning, Quality Manage- 
ment etc. The number of users who have access to the material master file should 
be limited. Any change should be carefully considered before you make it and 
should be audited after it is made. 
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9 Vendor Master Record 


The Accounting or Purchasing departments can create the Vendor 
Master record. The record contains all the relevant data that helps the 
purchasing choose vendors based on negotiated price and perfor- 
mance, while the financial data aids the accounting department with 
invoicing and payables. 


In previous chapters we discussed the relevant data found in the vendor master. 
In this chapter we shall discuss the mechanics of vendor master records and the 
less common elements that are important in vendor management, such as one- 
time vendors and vendor sub-ranges. 


9.1 Creating Vendor Master Record 


Earlier, we explained that the vendor master can be created using one of three 
transaction codes: 


> XKO1—Create Vendor Centrally 
p> FKKO1—Create Vendor via Accounting 
> MKO1—Create Vendor via Purchasing. 


From the vendor menu within Materials Management, the purchasing user has 
the option to create the vendor master either centrally or through Purchasing. It 
is not usual for the purchasing department to know all the issues pertaining to the 
accounting side of the vendor relationship, so the different transaction codes 
make vendor creation easier for the departmental users. 


The purchasing department uses transaction MKO1 to create a vendor with just 
the relevant purchasing information (see Figure 9.1). This transaction can be 
found using the navigation path SAP Menu - Logistics - Materials Management 
+ Purchasing - Master Data - Vendor - Purchasing - Create. 


The purchasing user can enter the vendor number if the vendor number field has 
been defined as allowing external number ranges. This depends on the configura- 
tion for the account group. Otherwise, the vendor number is generated by the 
system, depending on the number range assigned. 


The vendor number ranges are defined in the accounting area of configuration. It 
is possible to define a number range to be between some specific numbers, i.e., 
9000 and 99990000, which can be assigned to an account group. 
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Figure 92 Initial Data Entry Screen for Transaction MKO1 


The vendor number ranges can be defined using the transaction XKN1 or by fol- 
lowing the navigation path IMG - Financial Accounting - Accounts Receivable 
and Accounts Payable - Vendor Accounts - Master Data - Preparations for Cre- 
ating Vendor Master Data - Create Number Ranges for Vendor Accounts. 
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Figure 9.2 Transaction XKN1 


In Figure 9.2, you can see that the number range is defined by a two-character 
code. The purchasing user can enter the code and then define the number range 
This cannot overlap with existing number ranges. The user then has the ability to 
define the number range as external by highlighting the EXT field. If the number 
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range is not defined as external, it is defaulted to be internally assigned. The user 
can define the current number of the vendor master if the internally assigned 
numbers need to start at a certain point. 


Once the number range has been defined, it can be assigned to an account group 
or many account groups (see Figure 9.3). The account groups are defined for the 
vendor in the Accounting configuration, using the navigation path IMG - Finan- 
cial Accounting - Accounts Receivable and Accounts Payable - Vendor Accounts 
- Master Data - Preparations for Creating Vendor Master Data - Define Account 
Groups with Screen Layouts. 


The vendor account group is a way of grouping vendors that have the same num- 
ber range and have the same attributes entered. The account group is defined to 
allow certain fields to be seen and entered on the vendor master. 
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Figure 9.3 Assignment of Number Range to Vendor Account Group 


The assignment of vendor number range to the vendor account group can be config- 
ured using the navigation path IMG - Financial Accounting - Accounts Receivable 
and Accounts Payable - Vendor Accounts - Master Data - Preparations for Creating 
Vendor Master Data - Assign Number Ranges to Vendor Account Groups. 


The vendor master record is especially relevant to a purchasing organization. 
When creating the vendor, the purchasing user is determining the data associated 
with that vendor that is relevant only to the single purchasing organization. A 
vendor often may deal with many purchasing department of a single company, 
and the negotiations between the vendor and the company are limited to a spe- 
cific geographical area, which may relate to a single purchasing organization. For 


Creating Vendor Master Record 


209 


instance, if a global telecommunications company negotiates rates and discounts 
with a company, the terms may be different for the company's Indian locations 
than for the Mexican locations or the locations in China. Therefore, when enter- 
ing the vendor master record for this telecommunications company, the differ- 
ences between purchasing organizations may be significant. 


On the entry screen of transaction MKO1, it is possible to use another vendor/pur- 
chasing organization as a template for the new vendor. This is useful when enter- 
ing the same vendor for a number of purchasing organizations, as it saves having to 
make unnecessary entries. This will also reduce the level of data-entry errors. 


9.2 Changing Vendor Master Record 

A vendor master record can be changed in two ways, either with a current 
change, or a planned change 

9.2.1 Change Vendor Master Record—Current 


This functionality is the normal way in which a record is changed. The purchasing 
user will want the change in the record to take effect immediately. 


The transaction to change the current vendor master record is MKO2 and can be 
found using the following navigation path: SAP Menu - Logistics - Materials 
Management - Purchasing - Master Data - Vendor - Purchasing - Change. The 
transaction screen is shown in Figure 9.4. 
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Figure 9.4 Transaction MKO2 
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The purchasing user has the option of selecting the relevant area that needs to be 
modified from the General or Purchasing screens. The user would not be able to 
change the accounting data for this vendor via this transaction code. To change 
the accounting data for the vendor, the user should use transaction code FKO2 or 
the navigation path SAP Menu + Accounting - Financial Accounting - Accounts 
Payable » Master Records - Change (Current) 


9.2.2 Change Vendor Master Record—Planned 


This transaction can be used when the purchasing user wishes to have a vendor 
master record changed at a specific future date 


The transaction to change the current vendor master record is MK12 and can be 
found using the following navigation path SAP Menu - Logistics - Materials 
Management - Purchasing - Master Data - Vendor - Purchasing - Change 
(Planned) 
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Figure 9.5 Transation MK12 


With transaction MK12, the purchasing user can enter a date on which the 
changes entered for this record will become valid from. Figure 9.5 shows that the 
Change planned for field is a date field. As with transaction MKO2, the user only 
has the option of selecting the relevant area that needs to be modified from the 
General or Purchasing screens 
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9.2.3. Display Planned Changes to Vendor Master Records 


After the planned changes have been specified for the vendor master records, it is 
possible to view all the planned changes. Transaction MK14, shown in Figure 9.6, 
allows the purchasing user to enter a range of variables in order to view the 
planned changes made to vendors. The resulting report shows the vendors that 
have planned changes pending and what changes have been made. 
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Figure 9.6 Transaction MK14 and Selection Fields for Viewing Vendor Master Changes 


The transaction MK14 can be found using the navigation path SAP Menu « Logis- 
tics - Materials Management - Purchasing + Master Data - Vendor - Purchasing 
+ Planned Changes. 


9.2.4 Activate Planned Changes 


The planned changes to the vendor master can be activated using transaction 
MKH3 or via the navigation path SAP Menu - Logistics - Materials Management 
+ Purchasing - Master Data - Vendor - Activate Planned Changes - Activation 
Online. 
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Figure 9.7. Screen for Activating Planned Changes for Vendor Master 
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As Figure 9.7 shows, the purchasing user can enter a single vendor or a range of 
vendors. The key date for activation is the final date on which changes can be acti- 
vated. The field defaults to the current date. 


A further transaction, MKH4, allows the purchasing user to create a session to 
perform the activation of the vendor master changes. This should be used for 
large mass changes of vendor information, where system performance may be an 
issue and online activation is not practical. 


9.2.5 Change Vendor Account Group 


There is a transaction that can change the account group a vendor is assigned to. 
This is a difficult transaction to use and should only be offered to the client with 
a strong warning. 


Transaction XKO7 (see Figure 9.8) allows the purchasing user to change the 
account group, but the vendor master number must be compatible with the 
number range of the new account group. 
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Figure 9.8 Changing of Account Group for Vendor Master Record. 


The change of vendor account group can be found via the navigation path SAP 
Menu - Logistics - Materials Management « Purchasing - Master Data - Vendor 
+ Central - Account Group Change. 
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9.3 Deleting Vendor Master Record 


The decision to delete a vendor master record needs to be made carefully, and by 
more than one user. All concerned parties, including accounting and purchasing, 
need to be involved. 


9.3.1 Flag a Vendor Master Record for Deletion 


A vendor master record can be flagged for deletion using the purchasing transac- 
tion MKO6. This can be reached through the navigation path SAP Menu - Logis- 
tics - Materials Management - Purchasing - Master Data - Vendor - Purchasing 
+ Flag for Deletion. 


On the initial data entry screen, the purchasing user can enter the vendor number 
and the purchasing organization. Figure 9.8 shows the next screen where the user 
can determine how the deletion should proceed 
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Figure 9.9 Flag-For-Deletion Fields of Transaction MKO6 


The two indicators in Figure 9.9 allow the purchasing user to determine what can 
be deleted and what should not. 


Deletion Flags—All Areas 


If this indicator is set, then all the information in the vendor master will be 
deleted. 


Deletion Blocks—General Data 


Setting this indicator prevents the information in the general data area from being 
deleted. 
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9.3.2. Deleting Vendor Records via Archiving 


Once a vendor master record has been flagged for deletion, then the actual dele- 
tion can take place by running the archiving program in the financial accounting 
functionality. 


The transaction F58A allows the financial users to run an archiving program for 
vendor master data. The transaction (See Figure 9.10) can be found using the nav- 
igation path SAP Menu - Accounting - Financial Accounting - Accounts Payable 
+ Periodic Processing - Archiving - Vendors. 
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Figure 9.10 Archiving Transaction F58A 


9.4 Display Vendor Master Record 


Vendor master records can be displayed in a number of ways. 


9.4.1 Display Vendor Master Record—Current 


The vendor record is normally displayed via the transaction MKO3 or via the nav- 
igation path SAP Menu - Logistics - Materials Management - Purchasing - Mas- 
ter Data - Vendor - Purchasing « Display (Current). 


9.4.2 Display Vendor Master Record—Per Key Date 


The vendor master record can also be displayed by how it will be defined at a 
future date (See Figure 9.11). If many changes are to be made to a vendor master 
record, users may want to view the vendor master record at a certain date in the 
future. This can be performed with transaction MK19 or via the navigation path 
SAP Menu - Logistics - Materials Management - Purchasing - Master Data - 
Vendor - Purchasing - Display (Per Key Date). 
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Figure 941 Selection Screen for Displaying Vendor Master at a Future Date 


9.4.3. Display Vendors—Purchasing List 


Transaction MKVZ allows the purchasing user to display the vendors for a given 
selection criteria. As Figure 9.12 shows, the selection can be made by vendor, 
purchasing organization, search term, and account group. 
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Figure 92 Selection Screen in Transaction MKVZ 


The transaction MKVZ can also be located by using the navigation path SAP 
Menu - Logistics - Materials Management - Purchasing - Master Data - Vendor 
+ List Display - Purchasing List. 
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9.5 Blocking Vendors 


Vendors can be blocked for a variety of reasons that the client may determine. 
Often a vendor is blocked due to poor adherence to delivery dates, unsatisfactory 
material quality, or outside market events. The client has to the option to block a 
vendor master account, which can stop any future purchase orders being placed 
with the vendor until the vendor master record has been unblocked. 


9.5.1 Block a Vendor—Purchasing 


The vendor master record can be set to blocked status by using the transaction 
code MKOS. This can be found using the navigation path SAP Menu - Logistics - 
Materials Management - Purchasing - Master Data - Vendor - Purchasing - 
Block. 
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Figure 9.3 Fields Applicable for Blocking of a Vendor 


Transaction MKOS is used for blocking vendors via Purchasing. The initial screen 
of the transaction allows the purchasing user to enter the vendor number and the 
purchasing organization. 


The second screen, shown in Figure 9.13, shows the fields that are relevant to 
block the vendor. The first indicator is for the user to determine whether the 
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block should be for the vendor in all purchase organizations or just the single pur- 
chasing organization entered. 


The other field on this screen allows the purchasing user to enter a block function 
code that describes the how the vendor block is to be used. The block-function 
code is defined in configuration. 


The delivery-block function is defined in the IMG using the following navigation 
path IMG + Quality Management - QM in Logistics - QM in Procurement - 
Define Delivery Block. 
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Figure 9.14 Configured Delivery Blocks and Associated Text 


Each delivery block can be configured to block the vendor from being valid some 
part of purchasing functionality. As Figure 9.14 shows, the purchasing block can 
be for any single option or combination of the following options: 


> Request for quotation 
> Source determination 
> Purchase order 


> Goods receipt 


9.6 One Time Vendor 


A one-time-vendor record (see Figure 9.15) can be used for vendors that are used 
once or very rarely. An example of this is where a material is needed in an emer- 
gency and the normal vendor for that material cannot supply the item in the 
requested time. In this instance, a local vendor or an unapproved vendor may be 
used for this one off purchase. Such a record can be used for a number of ven- 
dors, as this reduces the amount of data entry and data maintenance. 
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Clients also use one-time vendor records for travel, expense reimbursement, and 
vendors who cannot accept the client's purchase orders 


A one-time vendor record can be created in the same way as any normal vendor. 
The difference is that a one-time vendor uses a special account group for one- 
time vendors. One-time vendor records do not usually contain any significant 
data or any bank and financial information. 
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Figure 915 Account Groups, Including One-Time Vendor Account Group, in Transaction MKO1 


Many clients have policies in place that ensure that vendor master records are not 
created for one-time or limited-use vendors. Some of these policies include 
establishing a limit on the number of transactions per year and restricting the 
yearly spending on these vendors. So if a vendor has more than four transactions 
a year or the total annual spending with a vendor is more than $4,000, then it 
cannot be called a one-time vendor. A vendor master record must be maintained 
for that vendor. 


9.7. Vendor Sub-Range Functionality 


The vendor sub-range can be used to subdivide the vendor's products into differ- 
ent ranges. The vendor could be an office-products company, and the sub-ranges 
could be computer media, paper products, and ink products. 


The vendor sub-range can be entered into the purchasing information record of a 
particular vendor/material combination. The allocation of a material to a certain 
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vendor sub-range allows the vendor to see the items sorted on its purchase order 
in sub-range order. 


Configuration is required to allow vendor sub-ranges to be used. The transaction 
OMSG allows the configurator to edit the vendor account groups. The indicator 
can be highlighted to allow vendor sub-ranges to be relevant for that vendor 
account group. 


The transaction (shown in Figure 9.16) can be reached via the navigation path 
IMG - Logistics—General - Business Partner - Vendor - Control - Define 
Account Groups and Field Selection. 
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Figure 946 Detailed Data for the Vendor Account Group 


This chapter looked at the vendor master file. It is important for the purchasing 
department and the accounting department. The vendor master file is key to 
allow the purchasing users to the ability to provide material to production at the 
lowest cost, at the right quantity and quality and at the correct time. The account- 
ing department use the vendor master file to pay the vendors in the correct fash- 
ion at the agreed upon time. The vendor master file is important in materials man- 
agement and requires adequate securtity to minimize the number of user who 
can create and modify vendor records. 
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Every company that operates a business has to purchase materials: 
raw materials, office supplies, services, or other items. The science of 
purchasing has become part of today’s efficient business operation. 
The purchasing department can research and negotiate significant sav- 
ings for a company through policies and technology. 


Purchasing departments have come a long way from a few people doing business 
with paper requisitions and card files of vendors, and working to get the best deal 
with long-term local vendors. Technology has brought the purchasing department 
into the front line of cost-efficiency. Purchasing departments now have tools and 
procedures that allow them to negotiate larger savings, better quality, and more 
secure supply. 


Today's purchasing department has a plethora of information from associations, 
purchasing think tanks, and specialist purchasing consultants. Companies can 
introduce best practices along with specialized technology to ensure that the 
information is available to the purchasing professional for negotiating and manag- 
ing contracts 


40.1 Purchase Requi 


The purchase requisition is the procedure by which general users or departments 
can request the purchases of goods or services that require processing by the pur- 
chasing department. Companies can allow certain authorized users to enter pur- 
chase requisitions directly into the SAP system, but in situations involving a par- 
ticular dollar value or type of goods and services the company may request 
another method of informing the purchasing department of the purchasing req- 
uisition, such as fax or email. An example of a purchase requisition is shown in 
Figure 10.1 


Many companies have implemented an Internet front-end to purchase requisi- 
tioning, and authorized users can go to a URL and enter the material or services 
they need instead of having direct access to SAP. 
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sending out RFQ documents, and packages of information, and receiving data 
and prices back. It could then review these documents and select a vendor after 


PURCHASE REQUISITION 


‘COMPLETE REQUESTION AND FAXOR MAIL TO [URCHASING SERVICES 
RETAIN LUE COPY POR YOUR RECORDS 


some period of time. However, this process meant that much of the vendor eval- 
ha are uation was performed after the RFQ was produced, sent, and received back. 


Request for Quotation (RFQ) 
RFQ Number 610000782 


Contact : John Smith 
Telephone ; 212.555.9292 
Fax 212.555.9303 
Date : 29 Nov 2005 


Important RFQ Dates 


‘THIS 1S NOT A PURCHASE ORDER 2300 


Figure 10.4 Typical Paper Purchase Requisition 
ices t For information on other RFQ's refer to 


40.2 Request for Quotation winn.i4bp.com/purchasing/rfq.ntm 
Once the purchasing department has received the purchase requisitions and have 
processed them, there may be an item that requires the purchasing department to 
offer a request for quotation (RFQ), see Figure 10.2 There are a number of rea- 
sons why this would occur, and these could involve 
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When selecting the vendors who will be invited to submit quotations, the pur- u P gant hints t you 
chasing department will use a number of inputs. They can use: ra 7 See ae 


> Vendor suggestions from the requisitioner— especially for a new material 


i > Research on vendors, using professional associations and buying groups 


> Trusted vendors with whom the company has contracts hava read 


In traditional purchasing, before advancements in information technology, many ‘ 
companies would carry out RFQs by selecting prospective vendors, physically Figure 10.2 Typical RFQ Sent to Vendors 
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Today, the RFQ can be sent to vendors via mail, fax, or electronically via email or 
EDI. The EDI transaction set for sending the RFQ to a vendor is 840 


With today's level of company spending, the purchasing department has to eval- 
uate the vendors’ volume capabilities, on-time performance, quality performance 
and their understanding of the company's business, long before the RFQ Is sent, 


For their part, vendors are becoming more aware of companies needs to reduce 
purchasing cost and are preparing for RFQ's in a more strategic way. Many ven- 
dors are using technology to calculate the threshold of what a purchasing depart- 
ment is willing to pay, based on their quality and logistical factors. Vendors know 
that being the lowest bidder is not necessarily going to win the bid, but they also 
know that being a low bidder for a RFQ is important. 


10.3. Quotation 


The quotation is sent by the vendor to the purchasing department that offered 
the RFQ. The response from the vendor should follow the stipulations set down 
in the RFQ. Should the vendor fail to follow the instructions in the RFQ, the cus- 
tomer can disqualify the quotation from the vendor. Many vendors fail to read 
and understand RFQs before submitting quotes. An example of a quotation sent 
by a vendor is shown in figure 10.3 


The quotation can be sent by the vendor by EDI, using transaction set 843. 


Quotation 

RFQ Number: 610000782 Our Customer # 8888292339 
Attn of John Sith Terms of Payment: 14 Days 
Address 16 Liberty Plaza Delivery Promise: 14 Days 

NY, NY 10006 Valid Until : 28 Jan 2006 

Taxes : NYC 8.375% 

Vendor #: 88930021 Shipping : FEDEX Ground 
Date 17 OD 5 ‘Warranty : 90 Day 
item] Part # | Description aty | Price | Disc. | Total $ 
01 | xxx [Apple iMac G5 30 [672.22 | 43% [20,166.60 
xx | xxx | xxKaKRKXnxKnx xx |xxxxxx | xxx | xxxxxxnx 


Financial 
Tol : (617) 555-9939 Fax: (617) 555-0934 —* Computers 


Figure 10.3 Typical Quotation in Response to a RFQ 
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40.4 Purchase Order 


A purchase order, as shown in Figure 10.4, is a commercial document issued by a 
purchasing department (the buyer) to a vendor (the seller), indicating the materi- 
als, quantities and negotiated prices for materials or services that the seller will 
provide to the buyer. 


The purchase order will usually contain the following: 


purchase order number 
date of the purchase order 


billing address of the buyer 


special terms or instructions 


> 

> 

> 

» ship-to address of the buyer 
> 

p> list of items with quantities 
> 


negotiated price of each item 


lial 
4 


International Purchase Order 


P.0 Ws 450000043 17 Jan 2006 

Billing Info: Vendor: 

I4BP Corporation Ganosvoort Da Mowre 

16 Liborty Plaza Parkotrant 83 (9th floor) 

New York, NY 10006 2519 JG, The Hague 

U.S.A. Rederland 

Email: john. smith@aébp.com Email: t_reo@ganoavoort.nl 

Phone: 212, 585.9292 Phone: +31 70 303 92 25 

Fax 1 212,555, 9303 Fax : #31 70 303 92 93 

Prod ID Nome Oty Price dat 

7990220 Stoeonland Packaging Cartons 6 $120.45 $722.70 

8893393 Steenland Packaging Inserts (Doz.) a $102.16 $909.20 
Total $1531.98 


Please confirm racaipt to john. smith@iébp. com 


Ee —— al 


John smith 
Director of Purchasing 
IaRP Corporation 


Figure 10.4 Typical Purchase Order 
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Companies use purchase orders for many reasons. Purchase orders allow purchas- 
ing departments to clearly communicate their intentions to vendors, and they 
protect vendor in the event there is any dispute over the items, quantities, or 
price. The purchase order is also a component of the three-way match; that is, 
matching a purchase order, to a goods-receipt document and a vendor's invoice, 


Purchase orders can be printed and sent to a vendor. They can also be faxed to a 
vendor. With EDI technology, the purchase order can be sent electronically and 
be directly uploaded into the vendor's sales system. The transaction set for this 
EDI purchase order Is 850. If a change is made to the purchcase order, the docu- 
ment can be sent to the vendor using ED! transaction set 860. 


10.5 Source List and Source Determination 


In order for a purchasing decision to be made, a buyer will look at something 
called the source list. A contracted or certified vendor will be on the source list for 
a particular material. 


10.5.1 Single Source 


Many companies are trying to implement single-sourcing for their materials. This 
can cut cost substantially if companies also give vendors the chance to to single- 
source a range of products, but it can leave the buyer in a problematic situation if 
there is a disruption in that source. 


Many purchasing departments are asked by requisitioners to single-source a par- 
ticular item. The purchasing department will ask the requisitioner to justify this in 
a document called a Sole Source Justification. This is often used by government 
and state authorities. 


Compatibility 

The requisitioner may have a valid reason to purchase a particular material, which 
was purchased earlier, if no other vendor can supply the requisitioner with a com- 
patible material. For example, a request for information (RFI) project may have 
found that there are no other vendors able to supply the material in question. If 
the requisitioner needs to produce a Sole Source Justification, then it is important 
to describe what equipment is involved and explain why there is no solution 
except to purchase from the vendor who originally supplied the product. In many 
research situations, the identical materials are needed to replicate experiments 
and materials from an alternative vendor may not be acceptable for verifying 
results. 
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The purchasing department will usually require some verification that an exten- 
sive search has been made and the parts cannot be located at a lower price from 
a wholesaler or an alternative source. The larger the unit price of the material, the 
more investigation will be required. If the cost is large enough, then the RFQ pro- 
cess may be suggested by the purchasing department to ensure the correct pro- 
cedures have been followed. 


Economic Justification 

Requisitioners can use economic justification to suggest a single source for a 
material. Opting for the lowest price is not always the most economical way of 
purchasing a material. There are other factors, such as performance and the cost 
of incidentals, that should be taken into account. 


A common example of this is the PC-printer market. The prices of printers have 
been falling substantially in the last few years, but in order to create the cheaper 
printer, the manufacturers have produced printers that can cost less than the ink- 
jet or toner refill. When looking at the cheapest printer in economic terms, the 
requisitioner needs to look at the number of prints per refill, the cost of the 
machines, and the cost of the refill. Therefore, the requisitioner can submit the 
sole supplier based on the economic justification. 


10.5.2 Multi-Source 


It is common for purchasing departments to use more than one vendor as a sup- 
plier of a material. Although best practices lean towards single sourcing with a 
trusted vendor, many companies do not wish to risk a failure in the supply of 
material and thus will have more than one vendor qualified to supply it. 


In SAP, each vendor can be entered into the source list for a certain material for a 
particular plant and/or purchasing organization. The maintenance of the source 
list in SAP can be accessed using transaction code MEO1 or via the navigation path 
SAP Menu - Logistics - Materials Management - Purchasing - Master Data - 
Source List - Maintain. 


Figure 10.5 shows the initial screen of MEO1. The purchasing user has to enter the 
material and the plant where the source list is being maintained. Different plants 
may have different vendors for the same material, due to logistical issues or the 
cost of transportation. Other reasons may include the fact that the vendor has dif- 
ferent regional outlets with different vendor numbers. The screen in Figure 10.5 
shows the fields that are relevant to maintaining the source list. 
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Figure 10.5 Maintenance Screen for the Source List of a Material 


Valid To/Valid From 
These fields allow the purchasing user to give a validity range showing when the ven- 
dor will be allowed to be a source for the specified material at the specified plant. 


Agreement/Item 

These fields can be completed if there is an outline agreement between the ven- 
dor and the company. This outline agreement can be either a contract or a sched- 
uling agreement. The item-number field relates to the item number on the outline 
agreement. 


Fixed Source 

This indicator should be set if this vendor is the preferred source of supply for the 
material at this plant. The system uses this indicator to select the fixed source in 
the source-determination process. 


Blocked Source 

This indicator can be set if the vendor is blocked from supplying the material for 
a specified time, based on the validity period. The blocked-source indicator does 
not allow any purchase order to be created with this material/vendor/plant com- 
bination. Note that the blocked and fixed indicators cannot both be set. Only one 
of the indicators can be set, or neither. 


MRP Field 
The source list can be used in the materials resource planning (MRP) process to 
determine the vendor for requisitions and instigating schedule lines from sched- 
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uling agreements. The indicator in this screen allows the planning department to 
determine how this source vendor influences MRP. 


If no indicator is set for this field, the vendor is not taken into account in source 
determination within MRP. If the indicator is set to 1, this vendor is taken into 
account as the source for purchase requisitions generated in MRP. If the indicator 
is 2, then this vendor is identified as the source for the scheduling agreement, and 
delivery schedule lines can be created if there is a scheduling agreement in place. 


40.5.3 Generate a Source List 


There is a transaction in SAP that allows the purchasing user to generate a source 
list for a single material or for a range of materials, rather than manually creating 
the lists. The transaction code is MEOS5 and can be found via the navigation path 
SAP Menu - Logistics » Materials Management - Purchasing - Master Data - 
Source List - Follow-on Functions - Generate. 
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Figure 10.6 Selection Screen for Generating a Source List for a Material or Range of Materials 
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The selection screen in Figure 10.6, shows that the generation can be for a range 
of materials at a range of plants. This is useful if no source lists have been created, 
and a mass-maintenance program is a fast way to generate the lists 


There is a selection to include, exclude, or only allow outline agreements. Most 
clients will include all material or vendor scenarios in an initial source- list cre- 
ation. 


The other selection fields are similar to those that can be created in transaction 
MEO1, including validity dates and MRP relevance. There is also an option to 
delete all existing source list records or allow them to remain. Finally, there is a 
test-run indicator to allow the purchasing user to run the program without actu- 
ally creating the source lists. We advise running this program with the indicator 
set to a test run, as changes in the selection parameters are often required. 


10.5.4 Source Determination 


Source determination allows the buyer to find the most suitable source of supply 
for a purchasing need, based on various sourcing information. This information 
does not necessarily have to come directly from the source list. There are other 
areas where sourcing information is found 


Outline agreements can offer the buyer information about current contracts in 
place with regard to the vendor/material combination. An agreement such as a 
quota arrangement can influence sourcing, as it informs buyers of the level of 
commitment the vendors have contracted to for a given time period. 


Other source-determination information can be found from the purchasing infor- 
mation record and plant information. 


Within the system there is a source-determination procedure for determining the 
best source of supply for the buyer-s need. The order of relevance for source 
determination is as follows: 


> Quota Arrangement: If the system finds a quota arrangement for the material 
that is valid for the date needed, then the system will determine that vendor as 
the source of supply. 


> Source List: If there are no valid quota arrangements, then the system will 
review the entries on the source list for the required material/plant combina- 
tion. If there is a single source or a source that is flagged as the preferred ven- 
dor, then the system will offer this vendor as the determined source. However, 
if there are a number of vendors on the source list that are valid by date selec- 
tion, then the system will stop and offer the selection to the purchaser. A ven- 
dor can then be selected from the list. 
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> Outline Agreement and Info Records: If there is no valid source list or no valid 
source-list line items, the system will review the contracts, outline agreements 
and info records for the required material. The system will check all informa- 
tion records for the material for all purchasing organizations, but will only offer 
a source if the supply region specified by the vendor is applicable to the rele- 
vant plant. Once the system has reviewed all documents and info records, a 
selection will be available to the buyer, providing that any vendors have been 
determined by the system to be valid. 


10.6 Conditions in Purchasing 


10.6.1 Condition Processing 


The condition procedure in purchasing is used to calculate the purchase price by 
processing all relevant pricing factors. By using the defined conditions, the pur- 
chasing process arrives at a determined price for purchasing transactions, such as 
purchase orders. 


As discussed in previous chapters, condition processing is made up of four distinct 
areas: calculation schemas, condition types, access sequences, and condition 
tables. 


Condition Types 

Condition types represent pricing dynamics in the system. The system allows con- 
dition types for absolute and percentage discounts, freight costs, duty, and taxes. 
With the condition type, the buyer can see how the price is calculated in the pur- 
chasing document. 

Examples of Condition Types 

> PBOO Gross Price 

> RBOO Absolute Discount 

> ZB00 Absolute Surcharge 

> FRB1 Absolute Freight Cost 

>» ZOA1 Percentage Duty 

>» SKTO Cash Discount 


> NAVS Non Deductible Input Tax 
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10.6.2 Pricing Conditions 


Pricing conditions allows the purchasing department user to enter the details of 
the pricing agreements negotiated with the vendor into the system. These con- 
tractual agreements can include discounts, surcharges, agreed freight costs, and 
other pricing arrangements. The buyer can enter any of these conditions in pur- 
chasing documents such as quotations, outline agreements, and purchasing infor- 
mation records. These conditions are then used in purchase orders to determine 
prices. 


Time-Dependent Conditions 

This type of condition is mostly used for scheduling agreements and quotations. 
Time-dependent conditions allow the purchasing department user to introduce 
limits and scales into the condition record. A pricing scale is a scale based on 
quantity. It can determine that, the more the buyer orders of a particular product, 
the lower the price. It is also possible to create condition records with graduated 
scales. 


A pricing scale can be created using the following criteria: quantity, value, gross or 
net weight, and volume. The purchasing department user can create a rate for 
each level of the scale. For instance, if a buyer orders up to 100 units, the price 
may be $10 per unit, and if the buyer orders between 101 units and 150 units, 
the price may fall to $9.45. Above 151 units, the price may fall again, to $9.12 per 
unit. The price will apply to all units purchased. 


There is a different pricing scale called a graduated price scale. Here, the price of 
unit changes at a certain level as described above, but the price of the unit is not 
applicable to all the units sold. For instance, using the regular pricing scale, a pur- 
chase of 155 units would mean the total cost would be 155 multiplied by the unit 
cost of $9.12, which is equal to $1,413.60. Using a graduated price scale, the cal- 
culation for 155 units would be 100 units at $10, 50 units at $9.45. and five units 
at $9.12, for a total of $1,518.10. 


Time-dependent conditions are always used in purchasing information records 
and contracts. 


Time-Independent Conditions 

Time-independent conditions do not include any pricing scales or validity peri- 
ods. Purchase orders contain only time-independent conditions. Quotations and 
scheduling agreements can include both types of conditions. 
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10.6.3 Taxes 


Tax information can be calculated during the price-determination process using 
tax conditions. The tax rate is coded into the tax field in the purchase- order item. 
The tax calculations are determined by the tax conditions described in the pur- 
chase order. 


10.6.4 Delivery Costs 


Delivery costs can be determined via conditions in the purchase order. The 
planned delivery costs are entered in the purchase order for each order item. 
These costs have been negotiated with the vendor or the freight company. The 
planned delivery costs usually include the actual freight charges, any relevant duty 
payments, a quality-dependent cost, and a volume cost. 


10.7. Vendor Evaluation 


Vendor evaluation is an important part of the function of the purchasing depart- 
ment. Selecting vendors to supply material or services can now be a formalized 
procedure requiring significant information gathering and analysis. Purchasing 
departments generally have written policies that determine a set of criteria for 
selecting vendors initially and then selecting from a list of suitable vendors for a 
purchase document, see Figure 10.7 on page 234. The process of evaluating ven- 
dors will vary from company to company and will depend largely on the specific 
industry of the company and company policy. 


Vendor evaluation in SAP is a configurable scoring system that allows the purchas- 
ing department to design the evaluation to align with the company's policies and 
procedures. 


10.7.1 Vendor Evaluation Overview 


The vendor-evaluation function can be configured to replicate some or all aspects 
of acompany's written procedures on vendor selection. The functionality is based 
on criteria that can be objective or subjective. The objective criteria are calculated 
with the data from the purchasing transactions. The subjective criteria are not cal- 
culated values, but rather are entered by the purchasing department. In order to 
determine what level of importance is attributed to each criteria, a weighting key 
is used. The weighting key can be defined as equal weighting or unequal weight- 
ing. 
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Figure 10.7 Vendor Selection Document from a University Purchasing Department 
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40.7.2 Vendor Evaluation 


Main Criteria 

In the standard SAP system there several criteria. Four of the main criteria relate 
to the procurement of material, while the fifth is used for vendors supplying ser- 
vices. The criteria are given below: 

> Price 

> Quality 

> Delivery 

> Service and Support 

p> External Service 

Although the system has the five main criteria defined, the evaluator does not 


need to include all of the criteria. The purchasing user can include new criteria 
and up to 99 main criteria are permitted by the vendor evaluation functionality. 


The main criteria can be defined in configuration, see Figure 10.8. The navigation 
path is IMG « Materials Management - Purchasing - Vendor Evaluation - Define 
Criteria. 
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Figure 10.8 Main Criteria Defined in Vendor Evaluation 


Subcriteria 

Within the main criteria there are smaller elements called subcriteria. There can 
be up to 20 subcriteria to each of the defined main criteria. The combined scores 
for subcriteria produce the overall score for each main criteria. 


The standard SAP system includes the following: 


> Subcriteria for Price includes Price Level, Price History 


> Subcriteria for Quality includes Goods Receipt, Quality Audit, Complaints 
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> Subcriteria for Delivery includes Confirmation date, Compliance, On-time 
delivery, Quantity 
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Figure 10.9 Subcriteria for the Price Main Criteria 


The subcriteria, shown in Figure 10.9, can be configured for each of the main cri- 
teria. To add new subcriteria enter the description and the scoring method. The 
scoring method can be automatic, semi-automatic, or manual. The defined scor- 
ing methods are shown in Figure 10.10. 
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Figure 1040 Scoring Methods Available for Subcriteria 


10.7.3 Vendor Evaluation Weighting 


In the vendor-evaluation configuration steps, the weighting of the criteria can be 
defined for each valid purchasing organization. The configuration can be found 
using the navigation path IMG + Materials Management - Purchasing - Vendor 
Evaluation - Define Purchasing Organization Data for Vendor Evaluation. 
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Figure 10:31 Weighting for the Purchasing Organization 


Figure 10.11 shows that the weighting for purchasing organization 1000 is equal 
for all the main criteria. In this case, the purchasing department has determined 
that no special weighting is required for one of the main criteria. If the there was 
a change in policy to recognize price as being more important than the other cri- 
teria then the weighting would be different, i.e., unequal weighting. 


10.7.4. Points Scoring for Criteria 


In the configuration for the purchasing organization, the configurator can also con- 
figure the points given for levels of evaluation. The system can calculate any vari- 
ances that the vendor may have— in price, e.g.,—and the purchasing user can 
determine how many points to award for certain variance ranges from 100 percent 
to plus or minus a certain total variance. This is shown in Figure 10.12. 
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Figure 1012 Points Score Defined for Variance on Quantity Reliability, Automatic Criteria 
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The points awarded are reduced, as the variance gets further away from a perfect 
score, that is, a zero variance, A graphical representation is shown in Figure 10.13 
for points awarded to a vendor on delivery quantities. 
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Figure 1014 Maintaining a Vendor Evaluation: Transaction ME61 
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Figure 10.13 How the Point Score Varies Based on Configuration 


10.7.5 Maintain Vendor Evaluation 


Once the configuration is complete, the maintenance of a vendor's evaluation 
record can be performed. The maintenance of individual vendor evaluation can 
be performed using transaction code ME61 or via the path SAP Menu - Logistics 
- Materials Management - Purchasing + Master Data - Vendor Evaluation « 
Maintain. 

The maintenance of a vendor's evaluation is at the purchasing organization level 
This means that a vendor can be evaluated differently between purchasing orga- 
nizations. 

The evaluation data shows the weighting key and the overall score. There is a 
deletion indicator that can be set if the record is to be deleted. In Figure 10.14, 
the overall score for this vendor is zero, because no transactions have been pro- 


cessed. 
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subjective score can have a significant effect on the overall score for a vendor, and 
companies will generally implement a manual scoring system for the subjective or 
non-automatic scoring criteria. This can be as simple as a list of a questions or as 
complex as a detailed spreadsheet. Whatever method is used, the continuity of 
method used to calculate the subjective score is important. Otherwise, vendors 
will be scored differently, and the comparison between vendors will be unsound. 


10.7.6 Scoring for Automatic and Semi-Automatic Criteria 


The automatic and semi-automatic criteria can be calculated via a transaction to 
provide the latest scores. The transaction code ME63 allows the purchasing 
department user to enter a vendor and the relevant purchasing organization. The 
transaction can be found using the navigation path SAP Menu - Logistics - Mate- 
rials Management - Purchasing - Master Data - Vendor Evaluation - Automatic 
New Evaluation 


The system will calculate the scores for the subcriteria defined and give an overall 
score for each of the objective scores, i.e. the automatic and semi-automatic cri- 
teria, as shown in Figure 10.15. 
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Figure 1025 New Calculated Scores for Vendor After Running Transaction ME63 


40.7.7 Evaluation for a Material 


It is possible to perform a check on a material or a material group that will evalu- 
ate the supplying vendors and show the results. The transaction code ME6B will 
allow the purchasing user to enter a purchasing organization and the material or 
the material group. This is shown in Figure 10.16. 
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Figure 1016 Evaluation Results for a Material Group 
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The navigation path for transaction ME6B is SAP Menu « Logistics « Materials 
Management - Purchasing - Master Data - Vendor Evaluation - List Displays - 
Evaluations per Material 


In this chapter we discussed the purchasing functionality in SAP. The purchasing 
of materials and services is a large part of a company's business function. Select- 
ing vendors and obtaining the best price and service for a material is key to pro- 
ducing products at a competitive price for the customer while maximizing com- 
pany profits 
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41. Purchase Requisition 


The purchase requisition is the procedural method by which users or 
departments can request the purchase of goods or services. The pur- 
chase requisition can be entered manually by a user or generated 
automatically as a result of a demand from requirements planning. 


Purchasing requisitions are the first step in the demand for material either entered 
by the requisitioner or generated out of a requirements system such as materials 
resource planning (MRP). The requisition will contain the material or services to 
be procured, a required date of delivery, and a quantity. The purchase requisition 
will not contain a vendor. As it is a document that is internal to the company, it is 
generally not printed. 


11.1 Indirectly Created Requisition 


An indirectly created purchase requisition is one created via other SAP function- 
ality. The purchase requisition is created if some functionality needs to have mate- 
rials or services assigned to it. 


41.1.1 Purchase Requisition Created by Production Order 


Ina production order, there are two elements that determine how the production 
order functions, The routing is a sequence of the operations that take place, and 
the bill of materials (BOM) is the recipe used to produce the final material. 


A purchase requisition can be generated automatically when the routing in the 
production order involves an operation whereby the material needs to be sent 
out for external processing, e.g., subcontracting work. 


Another way a purchase requisition can be produced is when the bill of materials 
calls for a material that is not a non-stock item. This may occur when a special 
item is required for the production order, or if the material is no longer purchased 
by the company. 


11.1.2 Purchase Requisition Created by Plant Maintenance Order 


This type of order produces purchase requisitions similar to the production order. 
The maintenance order is created for plant maintenance operations on a technical 
object (in other words, equipment) at the plant. Similar to a production order, a 
maintenance order has a list of operations that have to be performed. The opera- 
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tions give the maintenance user a step-by-step list of what needs to be performed 
and the materials and equipment needed for each step. 


In the operation, there may be a need for a certain non-stock material, and this 
may cause a purchase requisition to be created. The maintenance order may also 
have an operation that requires performance of an external operation by a sub- 
contractor. This will also cause an indirect purchase requisition to be created. 


114.3 Purchase Requisition Created by Project Systems 


Within the Project System (PS) module, there are objects called networks. A net- 
work consists of a set of instructions that tell the projects user what tasks need to 
be performed, in what order, and by what date. 


The network has two options for creating material requirements. The network can 
create purchase requisitions for non-stock materials and external services, similar 
to the production and maintenance orders. The network can also be configured 
to allow creation of purchase requisitions as soon as the network has been 
released. 


21.1.4 Purchase Requisition Created by Materials Planning 


The consumption-based planning module can create purchase requisitions based 
on its calculations. The planning module creates purchase orders with quantities 
and delivery dates that are calculated. The planning run can also produce planned 
orders for in-house production, but these can be converted to purchase requisi- 
tions. 


The purchasing requisitions are internal purchasing suggestions that can be mod- 
ified before being converted to purchase orders. Once the MRP controller has 
determined the accuracy of the external purchasing requirements, he or she can 
convert some planned orders to purchase requisitions and perhaps convert some 
purchase requisitions to purchase orders. The level of interaction between the 
planning department and the purchasing department will determine what proce- 
dures are in place that allow a MRP controller to create purchase requisitions and 
purchase orders. 


11.2 Directly Created Requi 


A directly created purchase requisition is one that is created by a requisitioner and 
not by other SAP functionality. The majority of non-production purchase requisi- 
tions are created this way. 
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In this section the transactions described will include the EnjoySAP purchasing 
transactions that were delivered with SAP with Release 4.6 and in later releases. 
The purchasing transactions prior to Release 4.6 are also included here, as many 
SAP users still use systems below Release 4.6. 


41.2.1 Create a Purchase Requisition with a Material Master 
Record 


The most common way a requisition is created is by using an item or service that 
has a material master record 


The purchase requisition can be created using transaction ME51N This transac- 
tion has a different look and feel than the previous purchase requisition transac- 
tion, ME51. The transaction can be accessed via the SAP menu using the naviga- 
tion path SAP Menu ~ Logistics - Materials Management - Purchasing - 
Purchase Requisition - Create. 


This transaction allows the requisitioner to define what fields are viewed on the 
screen when entering the requisition data. Many fields that can be viewed and 
entered, but the screen capture in Figure 11.1 only shows a few of them 
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Figure 111 Purchase Requisition Screen for Transaction ME51N 


The requisition for the materials that have a material master record requires the 
requisitioner to enter the following information: 

> Material Number of item or service 

> Quantity to be procured 

> Date of delivery of the material 


> Plant location of delivery 
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The requisition process will default the information into the purchase requisition 
screen. Examples of this include, the material group and purchasing group. 


Transaction ME51 can also create the purchase requisition, but has been super- 
ceded by the new EnjoySAP transaction ME51N. The purchase requisition, using 
MES51, has to be a two-screen process, whereas in ME51N the purchase requisi- 
tion can be created in a single screen. The initial data-entry screen for ME51 can 


be seen in Figure 11.2. 
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Figure 112 Initial Data Entry Screen for Transaction MES1 


The initial screen of ME51, as shown in Figure 11.2, allows the requisitioner to 
enter the purchasing group, delivery date, and plant for the material item. How- 
ever, as this is a two-screen process, no other information needs to be entered 


until the detail screen 


Document Type 

The document type for a purchase requisition is important, as it defines the inter- 
nal and external number ranges that are used for requisitions, it can defines the 
item categories that can be valid and the follow-on functions. A configuration 
specialist can also configure the item number interval and the screen layout. 


The standard SAP system is delivered with the document types NB for a standard 
purchase requisition and TB for a transport order. The number ranges are already 
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in place for these document types. More document types can be created for other 
types of purchase requisitions that are appropriate for your client. 


The transaction to configure the document type for the purchasing requisition can 
be found using the navigation path IMG - Materials Management - Purchasing - 
Purchase Requisition - Define Document Types 


Purchase Requisition Number 
The purchase requisition number can be defined as internal or external. This is an 
attribute of the document type that has been configured. 


Source Determination 
This field can be selected if the system needs to carry out an automatic source 
selection. 


Item Category 

The item category is another control field that allows the purchase requisition to 
follow the correct path for that category of purchase requisition. The SAP system 
is delivered with a set of item categories. These are: 


Blank—Standard 
K—Consignment 
L—Subcontracting 


> 

> 

> 

>» S—Third-party 
> D—Service 

> 


U—Stock Transfer 


The item category will allow the display of certain fields and not others. For exam- 
ple, if a purchase requisition item has an item category K for consignment, then 
invoice receipts will not be allowed 


Account Assignment Category 

The account-assignment category determines what type of accounting assign- 
ment data is required for purchase requisition. Examples of account assignments 
are cost centers, cost objects, general ledger accounts, and assets 


The account-assignment categories can be configured in the IMG. The configura- 
tor can create a new account assignment category by following the navigation 
path IMG - Materials Management - Purchasing - Purchase Requisition - 
Account Assignment - Maintain Account Assignment Categories. 
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Figure 113. Configuration Data for Account Assignment Category 


The configurator can create a new account assignment category and configure the 
fields shown in Figure 11.3. The accounting department would primarily be 
involved in creating new account assignment categories. 


Required account-assignment data is needed for specific account assignments, 
which can be seen below: 

Asset (A)—Asset number and sub-number 

Production Order (F)—Production order number 

Cost Center (K)—Cost Center and G/L Account number 

Sales Order (C)—Sales Order and G/L Account number 


Project (P)—Project Number and G/L Account number 
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Unknown (U)—None 
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Plant/Storage Location 

The plant- and storage-location fields can be entered if the location where the 
materials are to be shipped to is known. If there is one receiving dock for the 
whole plant, then this can be defaulted. 


Purchasing Group 

The purchasing group number is the number for the buyer or buyers for a mate- 
rial. If a purchasing group is entered at the order level, then this will be defaulted 
for each of the purchase requisition line item. 


Requirement Tracking Number 

This is not the number of the requisition or the number for the requisitioner, but 
a free-form field in which a tracking number can be entered. This can be useful to 
purchasing users in order to search for requisition without knowing the requisi- 
tion number. 


Requisitioner 
This field is another free-form field that allows the purchasing user to add the req- 
uisitioners name in order to search and order the purchase requisitions. 


Supplying Plant 
The supplying plant is only entered in a stock-transport order between plants. The 
supplying plant can be entered in this field. 
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Figure 114 Primary Version of Detail Screen for Transaction ME51 


The detail screen has a set display unlike ME51N and only allows the requisitioner 
to select another version of the entry screen, by selecting from the header menu, 
Edit - Change Display. This screen is shown in Figure 11.5 with the same infor- 
mation as displayed in Figure 11.4. 
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Figure 115 Alternative Version of Detail Screen for Transaction ME51 


ion without a Material Master 


11.2.2. Create a Purchase Requi 
Record 


When a purchase requisition is to be created without a material master record for 
the item, then the purchase requisition has to use account assignment to direct 
the cost to a specific account 


The account-assignment categories described in the last section allow the requisi- 
tioner to allocate the costs of the purchase to the correct accounts. 


To enter a purchase requisition for an item without a material master record, the 
transaction is still the same as before ME51. The requisitioner can enter informa- 
tion on the initial screen or enter nothing and go directly to the line-item screen. 


In the detail line-item screen, the information has to be entered, as there is no 
material master record to refer to. The requisitioner must enter a short description 
of the material, an account assignment category, the quantity to be supplied, the 
unit of measure, the delivery date, the plant, the purchasing group, and the mate- 
rial group. Once that information is added on the line item, the system will dis- 
play a dialog box. The information that is required to be entered into the dialog 
box will correspond to what account-assignment category was entered in the line 
item. Figure 11.6 shows the dialog box and the account information that can be 
required. The dialog box will not appear if the account assignment category U is 
entered. 
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Figure 11.6 Account-Assignment Information Required for Purchase-Requisition Line Item with 
no Material Master Record 


11.3. Processing a Purchase Requisition 


11.3.1 Change a Purchase Requi: 


The purchase requisition can be changed as part of the material planning process, 
that is, by the MRP controller, or by the requisitioner prior to being processed by 
the purchasing department. Using either transaction ME52 or MES52N can change 


the purchase requisition. 
11.3.2. Display a Purchase Requisition 


Purchase Requisition—Display 
The purchase requisition can be displayed using the transaction code ME54N or 
MES5é4 or via the navigation path SAP Menu - Logistics - Materials Management 


+ Purchasing - Purchase Requisition - Display. 


Purchase Requisition—List Display 

There is a display-purchase-requisitions transaction, ME5A, which can be run by 
the requisitioner to show a list of purchase requisitions. This transaction can be 
found using the navigation path SAP Menu - Logistics + Materials Management 
- Purchasing - Purchase Requisition - List Displays - General. 
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The MESA transaction allows the requisitioner to enter a wide range of selection 
criteria in order to display the valid requisitions. 
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Figure 14.7 Criteria for Selecting a List of Purchase Requisitions 


ions by Tracking Number 

Transaction MELB can be used to select purchase requisitions by the requirement 
tracking number. This number is not the requisitioner but a tracking number 
entered by the requisitioner to identify their particular purchase requisitions. This 
transaction can be found using the navigation path SAP Menu - Logistics - Mate- 


Purchase Requisition 


rials Management + Purchasing - Purchase Requisition - List Displays - By 
Account Assignment « Transactions per Tracking Number. 


11.3.3 Close a Purchase Requisition 


A purchase requisition can be closed if an indicator is set within the item detail 
screen. Normally, the purchase requisition is closed when the amount requested 
to be ordered on the line item of the purchase requisition is equal to the amount 
that has purchased via a purchase order. 


To close a line item on a purchase requisition, the requisitioner needs to access 
the change-purchase-requisition transaction, ME52 or ME52N. The line item that 
needs to be flagged for deletion must be selected, and the requisitioner should 
select Edit - Delete. The delete indicator on the line item then will be checked 
This is shown in the Figure 11.8. 
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Figure 118 Delete Indicator Set for a Purchase Requisition Line Item 


11.3.4 Follow-on Functions 


As the purchase requisition has been processed, it is possible to carry out some 
follow-on functions before the purchase requisition is converted to a purchase 
order. 


Assign Source 

The transaction ME56 allows the purchasing user to select a range of purchase 
requisitions to have a source assigned. The purchase requisitions can be selected 
via a large range of selection criteria, including material group, item category, 
delivery date, cost center, etc. 
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The transaction can be found via the navigation path SAP Menu - Logistics - 
Materials Management - Purchasing - Purchase Requisition - Follow-on Func- 
tions - Assign. 


This chapter examined the purchase requisition process. Most companies use a 
requisition process. It allows the company to identify where material is needed 
and allows the purchasing department to review and create the optimum pur- 
chase order for each vendor taking into account volume discounts and favorable 
terms offered by the vendor. Without the purchase requisition purchasing, deci- 
sions would be made by the end user and not by the purchasing department 
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12 Request for Quotation 


Once the purchasing department has received a purchase requisition 
and processed it, there may be a line item that requires the purchasing 
department to send out a request for quotation (RFQ) to certified 
vendors for that material at a particular plant. 


In some cases, purchase requisition items cannot be processed by the purchasing 
department by simply selecting a vendor or issuing a purchase order to a single- 
source vendor. In cases where the material has never been used by the company 
or when a new vendor is required due to vendor bankruptcy or de-certification, 
an RFQ will be issued by the purchasing department. 


12.1 Creating a Request for Quotation 


A request for quotation can be created using transaction ME41, shown in Figure 
12.1, or via the navigation path SAP Menu - Logistics - Materials Management - 
Purchasing - RFQ/Quotation - Request for Quotation - Create. 
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Figure 124 Initial Entry Screen for Transaction ME41 
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12.1.1 RFQ Type 


The RFQ type can be defined in the configuration and allows the company to dis- 
tinguish between the types of RFQs that they may send out. The pre-defined RFQ 
type is AN, which does not need any configuration changes if the company has 
simple RFQ needs. If the company wishes to distinguish between RFQs and needs 
to create more RFQ types, this can be carried out in the IMG. 


The configuration transaction can be found using the navigation path IMG - 
Materials Management - Purchasing - RFQ/Quotation - Define Document 
Types. 
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Figure 12.2 Configuration for RFQ Document Types 


In Figure 12.2, the screen shows the configuration for the RFQ document type. 
The two-character field defines the document type, and it is necessary to enter a 
description and number ranges for internal and external assignment. The other 
field to note is the GP Bid field. This is set if the RFQ is for a global percentage 
(GP) bid. The standard RFQ type for the GP bid is supplied with standard SAP, 
which is document type AB. The GP bid is used by purchasing to send suppliers a 
price that purchasing is willing to pay for a service, rather than having the supplier 
send ina bid, In this case, the supplier will send back a percentage, either positive 
or negative, to indicate the level below or above the bid amount sent by the pur- 


Request for Quotation 


chasing department it can accept. Although uncommon, this is method is less 
complicated than the normal RFQ procedure. 


12.1.2, RFQ Date 


In Figure 12.1 there is a field described as the RFQ date. The field is defaulted 
with the date of entry, but can be overwritten with the appropriate date. 


12.1.3 Quotation Deadline 


The date entered in this field is the date by which the suppliers need to reply to 
the RFQ with their quotation. This field is mandatory and should be clearly iden- 
tified to suppliers on the RFQ print or fax document. 


12.1.4. RFQ Document Number 


The document number for the RFQ is determined to be either externally or inter- 
nally assigned, shown by the RFQ field in Figure 12.1. This is defined in the con- 
figuration shown in Figure 12.2. The field should be entered if the number assign- 
ment is external. 


12.4.5 Organizational Data 

The purchasing organization and purchasing group should be entered for the 
RFQ 

12.1.6 Default Data for Items 


The purchasing user can enter information that is pertinent to items that are to be 
included in the RFQ 


Item category 
The item category can be entered as L for subcontracting, S for third party and D 
for a service. The field can be left blank for a standard item category. 


Delivery Date 
This is the delivery date for the item to be delivered or service to be performed to 
the client by the supplier. 


Plant/Storage Location 


This would be the client location where the item should be delivered to or the 
service to be performed. 
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Material Group 
The material group can be used in lieu of a material number or service (if these are 
not known) 


Requirement Tracking Number (RTN) 
This tracking number can be traced back to the original requisition if the RTN was 
entered at that level 
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Figure 12.3 RFQ Header Details Screen 


The header details for the RFQ can be seen in Figure 12.3. The data entered in the 
initial screen are defaulted through and further information can be added in the 
administrative fields 


12.1.7 Collective Number 


The collective number can be used by clients who send out RFQs for a collective 
bid. For example, if a client is creating a new product, there may be dozens of 
new materials that it needs to use, as well as new services. In order to collectively 
identify the many RFQs, the client may use a collective number to ensure that the 
individual RFQs are tied to the single project. The collective number can be used 
for search purposes. 
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12.1.8 Validity Start/Validity End 


The validity date range is defined as the dates between which the material or ser- 
vices should be delivered or performed 


12.1.9 Application By 


The application date is different from the quotation deadline date. The applica- 
tion date is the date by which the suppliers need to inform the client that they will 
submit quotations. This date does not necessarily need to be entered, but if it is, 
then this date would need to be clearly identified to the prospective suppliers. 


12.1.10 Binding Period 


The binding period is the period of time after the quotation deadline during 
which the quotation should be valid. For example, if the quotation deadline is 
April 1, then the client may insist upon a binding period until May 31. This allows 
the client to process the quotations sent by the suppliers. 


12.1.11 Reference Data 


The reference data can be added to the RFQ header that relates to the client ref- 
erence and its contact information. This data can be printed on the RFQ docu- 
ment sent to the supplier. 


[J “createRFQ: Item Overview 


Item Environment System Help 


lei + a\cee|chH/a | 
BRROBSGAMAOAGZBER 
FQ. RFOWype [AN FQ date 12/24/2005 
Vendor Quot dead 04/03/2006 
RFQ Rems 
Hen] |] Mateial_|Short tet] RFQ a¥y | OU] C | Det aie] Mat Gin] Pit] SLoc| 
pe | D | 
20 jaa (aa (a) | x 
30 A D | ] 
te 4 > 
ee es 1) Seen ee ee 
60 | { D | 


Figure 12.4. RFQ Item Detail Screen 


The item detail screen, seen in Figure 12.4, allows purchasing users to add the 
materials or services that require the creation of the RFQ. 
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2.1.12 RFQ Item Detail 


The line-item details include the item category, material number, and description, 
quantity for the RFQ, delivery date, and material group. 
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Figure 12.5 Delivery Schedule Screen for the RFQ Item. 


12.1.13 RFQ Delivery Schedule 


After the item detail information has been added, additional information can be 
entered if relevant. 


To access the delivery scheduling screen, the purchasing user would select Item - 
Delivery Schedule or by pressing SHIFT + F5. 


So if the RFQ requires that the supplier deliver the material to the plant in a cer- 
tain sequence on certain dates, this requirement can be entered in the delivery 
scheduling screen, shown in Figure 12.5. 


In the delivery scheduling screen, the purchasing user can enter the date, time, 
and the amount required on that date. Any number of delivery schedule lines can 
be entered for the amount of material specified in the line item. 
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12.1.14 Additional Data 


To enter any further data for the line item, the purchasing user can access the 
additional data screen as seen in Figure 12.6. This can be found by selecting Item 
+» More Functions - Additional Data or by pressing CNTL + F1. 
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Figure 12.6 Additional Data Screen for RFQ Line Item 


The data that can be added here includes the planned delivery time and the rea- 
son for the order. The reason-for-order field is configurable and can be used by 
the purchasing department for statistical data collection. 


The reason-for-order field can be defined in configuration using the navigation 


path IMG - Materials Management - Purchasing - Purchase Order - Define Rea- 
sons for Ordering. 


The reason code is a three-character field and a short description can be added 
that is appropriate for the client. This screen is shown in Figure 12.7. 
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Figure 12.7 Configuration for Reason-for-Ordering 


12.1.15 Vendor Selection 


Once the material details have been entered with any additional data, the RFQ 
requires that a vendor be selected to receive the RFQ. The vendor can be selected 
by using the menu selection Header - Vendor Address or by pressing the function 
key F7. 
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Figure 12.8 Vendor Address Screen Where Vendors are Assigned to RFQ 
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The vendor address screen, shown in Figure 12.8, allows the purchasing user to 
select a vendor for the RFQ and once the vendor has been entered the RFQ can 
be saved. The screen will be refreshed, and the RFQ number will appear on the 
status line at the bottom of the screen 


The screen shown in Figure 12.8, will allow another vendor to be entered, and if 
the RFQ is to be sent out to more than one vendor further vendor numbers can 
be entered, saving after each to create a number of RFQ documents for the same 
item details 


12.2. Changing a Request for Quotation 


A request for quotation can be changed using transaction ME42 or via the navi- 
gation path SAP Menu + Logistics - Materials Management + Purchasing - 
RFQ/Quotation - Request for Quotation - Change. 
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Figure 12.9 Initial RFQ Change Screen with Valid Matchcodes Available to Find RFQ 


If the purchasing user does not know the RFQ number that needs to be changed, 
then a matchcode can be selected. Figure 12.9 shows the valid matchcodes that 
can be used to find the RFQ. 


Note that in Figure 12.9 two matchcodes can be used if the relevant data was 
added to the RFQ. Those would be: 
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and the blocking indicator then can be set by using the menu selection Edit - 
Block or by pressing the function keys CONTROL + SHIFT + F2. The blocking indi- 


: " Figure 1222 Release Screen for Request for Quotations in Transaction ME45 
cator can be removed by using the menu selection Edit - Reset Deletion Ind. 
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The release procedure for request for quotations only allows the RFQ to be 
released at the header level and not at the line item level. Therefore the RFQ as a 
whole is released or not released. 


The screen in ME45 allows the purchasing user to enter information that will 
allow them to release RFQs based on the information entered. 


12.3.1 Release Code/Release Group/Release Strategy 


The release code is the code that has been configured for a position in the com- 
pany, such as manager, supervisor, etc. The release code is associated with a 
release group. The release group contains a number of release strategies that are 
defined in configuration. The release strategy is configured using classification 
characteristics, The characteristic can be defined to allow ranges of values for the 
RFQ. Below a certain value, the RFQ is not subject to release strategy, above a 
certain amount it would be and the release can be made using ME45. 


12.3.2 Set Release/Cancel Release 


These indicators can be set to allow the purchasing user to release the relevant 
RFQs or to cancel their release 


12.3.3 Release Prerequisite Fulfilled 


This indicator, when set, allows the purchasing user to view only those RFQs that 
are ready to be released. If the indicator is not set, all RFQs are released, even if 
they have not fulfilled all the pre-requisites. 


12.3.4 List With items 


If this indicator is set then the RFQs will be shown with all line item information 
shown, If the indicator is not set, then only the header information for the RFQ is 


shown. 


12.3.5 Scope of List 


The scope of list is variable that shows different information based on the selected 
value. The default value for ME45 is the value ANFR, which in this case is for 
RFQs with collective number. Pressing F4 will cause a selection of scope of list to 
appear, and a different choice can be made. 
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42.3.6 Purchasing Document Category 


The purchasing document category for request for quotations is the single charac- 
ter A. Other documents are F for Purchase Orders, K for Contracts, and L for 
Scheduling Agreements 


12.3.7 Other Selection Criteria 


There are a number of other selection criteria fields that can further narrow down 
the search for RFQs to be released in ME45. These criteria include purchasing 
organization, purchasing group, vendor, document number, and document date. 


12.4 Issuing a Request for Quotation to a Vendor 


Once the RFQ has been entered into the system, the purchasing department has 
to decide either fax or send a copy to the particular vendor as seen in Figure 12.13. 
The RFQ document can be printed using transaction ME9A or via the navigation 
path SAP Menu - Logistics - Materials Management - Purchasing + RFQ/Quota- 
tion - Request for Quotation - Messages « Print/Transmit. 
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Figure 1243. Screen for Printing or Transmitting RFQ 


The RFQ can be selected by a number of criteria. If the document number is not 
known, the document can be found by entering the vendor, purchasing organiza- 
tion, purchasing group, or date the RFQ was created. 


Issuing a Request for Quotation to a Vendor 


Once the selection criterion has been entered, the transaction is executed, and 
the results for the selection criteria will be shown, if any RFQs are found. 
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Figure 1214 Result for Selection Criteria Entered into Transaction MEQA 


From the results seen in Figure 12.14, the appropriate RFQ can be selected, and 
then the RFQ can be printed or transmitted. The resulting RFQ printout can be 
modified to reflect your client's requirement either by using ABAP, SAPScript, or 
a tool such as Adobe Form Designer. 


A request for quotation is important for the purchasing department, as it is a 
powerful tool with which the department can influence the vendor's price and 
terms and conditions in a competitive bid situation. The process examined in this 
chapter looked at the tools available in SAP that are designed to make the RFQ 
process simple to use while allowing for the flexibility that is crucial for complex 
situations found in purchases for large projects. 
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Once the purchasing department has received responses from the 
selected vendors that were sent RFQs, the quotations are entered into 
the system and comparisons made so the most appropriate vendor bid 
is accepted. 


In Chapter 12 we saw that there is significant purchasing department effort 
involved in creating the RFQs and selecting appropriate vendors for bid submis- 


sion. 


Once the vendors have replied to the RFQs within the bid submission deadline, 
the purchasing department then has to enter the bids and process them in order 
to make an informed decision on the best bid for the RFQ. 


13.1 Entering a Quotation 


The quotation that has been returned by the vendor should be entered into the 
SAP system in a timely manner due to the deadline determined within each RFQ 
The quotation can be entered into the system by using transaction ME47 or via 
the navigation path SAP Menu - Logistics - Materials Management - Purchasing 
+ RFQ/Quotation - Quotation + Maintain. 


The initial screen of ME47 will require the purchasing user to enter a single RFQ 
number. The RFQ also can be found using the matchcodes discussed in Chapter 12 
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Figure 134 Line-Detail Screen for Quotation Maintenance Transaction ME47 
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The vendor's bid details for the line items needs to be entered into the screen. In 
Figure 13.1, the vendor has entered a bid for Rupees 16,700 per item on the RFQ. 
For each vendor quotation submitted, the appropriate RFQ is updated with the 
quotation. 


The price quotation can be entered as a single figure in the net-price field. If there 
are discounts, taxes, or other conditions, these can be added into the system 
using the conditions screen 
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Figure 13.2 Quotation Price Entered into Condition Screen with a Discount 


Figure 13.2 shows the purchasing user has entered the quotation of USD 334 per 
item, which is calculated to Rupees 16,700 (Figure 13.1). The user has entered a 
condition for Group Discount (RGRO) of 4%. This gives a discount price of Rupees 
16,032 per item. On the conditions screen any tax details that may be relevant for 
the purchase and estimated freight costs can be added 


13.2. Comparing Quotations 


Once the quotations have been entered for the RFQs and sent to vendors, then it 
is up to the purchasing department to review them and decide upon selecting a 
vendor for the material or service put out to bid. 


One element of the quotation process is to compare the bids on a price compar- 
ison basis. This is the most basic comparison that can be made and not necessarily 
the deciding factor. Each purchasing department will have a procedure for select- 
ing vendors based on RFQ/Quotation replies. 
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13.2.1 Price Comparison Factor in Quotations 


The price comparison can be found using transaction code ME49 or via the navi- 
gation path SAP Menu - Logistics - Materials Management - Purchasing - 
RFQ/Quotation - Quotation - Price Comparison. 
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Figure 13.3. Price Comparison Selection Screen for Transaction ME49 


The price comparison can be performed between several quotations, as seen in 
Figure 13.3, and these can be selected by a number of selection criteria, such as 
purchasing organization, vendor, material, or collective RFQ number. The collec- 
tive number is the most useful field when sending a number of RFQs to different 
vendors. The collective number can be used to easily obtain a comparison. 


The other criteria in the ME49 transaction include the following comparison value 
criteria: 


> Reference Quotation—This is the quotation that all others would be compared 
against. If no reference quotation is entered then the quotation will be com- 
pared against each other. 

> Mean Value Quotation—If this indicator is set, then the comparisons will be 
made against the average price of the quotations. The quotations will be aver- 
aged, and the average quote will be ranked at 100%, The quotes will then 
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reflect a percentage that shows if it is above or below the average. For exam- 
ple, a lower-than-average quote will show a percentage below 100%; a higher 
than average quote will show a percentage of greater than 100%. 


> Minimum Value Quotation—If this indicator is set, then the comparisons will 
be made against the lowest price quotation. This means that the first rank (or 
the best price quote) will be a 100% rank. All other more expensive quotes will 
show a percentage that is calculated from the lowest bid, i.e., 124%, 136%, 
etc. 


> Percentage Basis—The percentage basis will allow the purchasing user to spec- 
ify which value will be used as the 100% basis. This can be the mean price, the 
maximum price, or the minimum price. This will alter how the rank percentage 
is shown in the quotations. 


In addition to the comparison value criteria, the following price comparison crite- 
ria indicators can also be set: 


> Include Discounts—If this indicator is set, the quotation comparison will 
include any price discounts that the vendor has applied. If the indicator is not 
set, then the discounts will not be used in the comparison. 


> Include Delivery Costs—If the indicator is set, then the delivery costs will be 
included in the price on the quotation and therefore used in the quotation 
comparison. The delivery costs can include the freight costs, duty levied, or 
other procurement costs such as packing, insurance, and handling. 


> Determine Effective Price—This indicator is set if the cash discounts and deliv- 


ery costs are to be used in the price comparison. 


Once the selection criteria have been decided upon and entered, the price com- 
parison can be obtained. 
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Figure 13.4 Price Comparison Between Three Quotations for a Collective RFQ Number 
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Figure 13.4 shows the price comparison for collective RFQ number 123. It shows 
three quotations from three vendors for a quantity of material. The price compar- 
ison has been used with the Mean Value Quotation indicator set. In other words, 
the average price has been set as 100%, and bids will be a lower percentage or a 
higher percentage. 


43.2.2. Other Qualitative Factors in Quotations 


The price comparison report clearly indicates to the purchasing department, 
which bidder is giving the client the best price for the material. However, this may 
only be one of the factors that the purchasing department takes into account. 
Many purchasing organizations believe that bidding based only on the low-bid 
dollar amount often results in purchasing a lower quality of goods. Successful bids 
are more often awarded on comparative evaluation of price, quality, performance 
capability, and other qualitative factors that will prove the most advantageous to 
the client: 


Other qualitative factors that may be identified by a purchasing department could 
be: 


> Previous Relationship with the Client—if the bidder has a successful relation- 
ship with the client, this may be taken into account in any final decision on the 
winner of bid. 


> Compliance with the Equal Opportunity Act (U.S.)—many clients insist that 
any vendor must be in compliance of equal employment opportunity laws. 


> Strategic Alliances—the client may have a number of strategic alliances with 
vendors or trading partners, which may weight the decision of awarding a bid. 
For example, a client may have put an RFQ out to vendors for a new Unix 
Server, and the lowest bidder by price was HP. However, if the client had a stra- 
tegic relationship with IBM, the bid may be placed with IBM despite the lower 
bid from HP. 


> Minority-Owned and Women-Owned Businesses (U.S.)—some clients may 
have a preference to give minority-owned or women-owned businesses cer- 
tain contracts or purchase orders. If the RFQ falls into an area where the client 
has indicated a preference for this type of vendor, then this may have more 
weight in the award decision that the price. 


> Warranty and Return Process—the warranty period of an item or the return 
policy offered by the bidder may be very important to the purchaser. For exam- 
ple, if the RFQ was for personal computers, the purchaser may be more 
inclined to accept a bidder with a higher price per unit if the warranty was two 
years, than to select a bidder offering a six-month warranty. The same is true 
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for return policy, The easier the return procedure, the more attractive a bid 
from a supplier becomes. 

> Creative Pricing—often a bidder may not offer the best price in response to an 
RFQ, but may offer a creative pricing schedule. Purchasing departments are 
often looking for ways of reducing cost outlay and welcome vendors who can 
offer the company ways of purchasing material with delayed payments or pay- 
ments on performance. 


13.3. Rejecting Quotations 


Once the purchasing department has evaluated the quotations from the bidders, 
they will determine, based on their criteria, which has been selected as the suc- 
cessful vendor for the material in the RFQ. 


13.3.1 Flagging the Quotation as Rejected 


The unsuccessful quotations can be flagged as rejected in the system using trans- 
action ME47 or via the navigation path SAP Menu - Logistics - Materials Man- 
agement - Purchasing - RFQ/Quotation + Quotation - Maintain. 
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Figure 13.5 Quotation Flagged as Rejected 


The purchasing user enters the RFQ number for the quotation to be rejected, as 
shown in Figure 13.5. The line item can be selected, The line item is then flagged 
in the rejected column (noted with the letter R) to reflect that the quotation has 
been rejected. 
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13.3.2, Printing the Quotation Rejection 


If appropriate, all unsuccessful vendors in the RFQ process will be notified by the 
client representative, usually the purchasing department, in writing. Notification 
will be made as quickly as possible following the award of the contract, or when 
it has been determined that the vendor will not be asked to continue in the RFQ 
process. 


The rejection letter can be printed from the system using transaction ME9A or via 
the navigation path SAP Menu - Logistics - Materials Management - Purchasing 
+ RFQ/Quotation - Request for Quotation - Messages - Print/Transmit. 
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Figure 13.6 Transaction MESA 


For each rejected quotation, a rejection notice can be printed based on the RFQ 
number, as shown in Figure 13.6. The purchasing user would need to enter the 
correct message type rejection quotation, which is ABSA. The client can modify 
the standard rejection notice with SapScript or a tool such as Adobe Form 
Designer or JetForm. 


13.3.3 Advising Unsuccessful Bidders 


Sometimes the rejection notice is not an appropriate manner of rejecting a ven- 
dor's quotation submission. If the RFQ is for a particular project or of a large mon- 
etary value, the client may decide that all the unsuccessful vendors should be 
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given (or may request) a debriefing session with respect to their submissions, 
These sessions with the client should concentrate on the strengths and weak- 
nesses of the individual vendor's response. 


This chapter described the receiving and processing of the quotation. The quota- 
tion allows the purchasing department to review the price and terms offered by 
each vendor and to make the best decision for the company based on the replies 
given by vendors. The acceptance of a quotation should mean that the vendor has 
the right to supply the material to the customer for a period of time. Purchasing 
departments will periodically seek quotations from other vendors to ensure that 
the material cannot be procured at a better price elsewhere. 
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14. Purchase Order 


The purchase order is the document that shows the intent of the buyer 
to buy a certain quantity of product at a certain price from a specific 
vendor. In accepting a purchase order, the vendor agrees to supply the 
quantity of product to the buyer on or before the required delivery 
date. 


A purchase order is an external document issued by a purchasing department to 
send to a vendor. The purchase order will contain details that will include the 
required products, the quantity of the products needed, and the price agreed to 
by the client and the vendor. As well as the products, quantity, and price, the pur- 
chase order usually contains the purchase order number, the order date, delivery 
address, and terms 


Purchase orders are used to communicate the request to the vendor and to give 
the vendor a written confirmation of the request. Depending on the legal jurisdic- 
tion involved, the purchase order can be considered a legal and binding docu- 
ment. 


In some cases, the purchase order does not specify the specific item number, but 
rather gives a detailed description of the item. This occurs where the material 
number does not exist or when the customer does not know the material num- 
ber. 


14.1 Create a Purchase Order 


The purchase order can be created without any other specific purchase-related 
documents being created. For instance, a purchase order can be created from a 
purchase requisition. Depending on the complexity of the client's purchasing 
activities, the client may not wish to implement purchase requisitions and may 
allow purchase orders to be created directly. 


14.1.4 Create a Purchase Order with Vendor Known. 


To create a purchase order without any reference to a purchase requisition, but 
with the vendor known, the purchasing user can use the new EnjoySAP transac- 
tion, ME21N, or the traditional purchase order create program ME21. This is illus- 
trated in Figure 14.1. The navigation path used to find the transaction is SAP 
Menu - Logistics - Materials Management + Purchasing « Purchase Order « Cre- 
ate - Vendor Known. 
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Figure 144 Detail Screen from EnjoySAP Transaction ME21N 


The new EnjoySAP transaction allows the purchasing user to enter most of the 
information in one location. The left column of the screen can be used to select 
purchase orders and quickly see the purchasing information. The line detail and 
header detail can be seen on the one screen, and these can be minimized to make 
the screen clearer. In Figure 14.1, the purchasing user has chosen to display the 
purchase line-item detail, but the header detail is filtered out. 


This sample purchase order is a standard purchase order, type NB, but the pur- 
chasing user can choose to select another order type from the drop down menu. 
Figure 14.2 shows the same purchase order created with the traditional SAP 
transaction ME21. 


Create Purchase Order: Initial Screen 


Purchase order Edt Header Item Environment System 


| Da Retererce to Prieq C1) Reto contct C1} Reerence to FO 


Vendor 767 
Order ype [no 
Purchase order date 
Purchase exer za 
Organizational dota 
Purch Orgenization fooor 
Purchasing group [oor 


Default data for items 


tem category 
‘Acct assignment cat - 
Delivery date [r [0570472006 
| Plone [ooor 
| Sterage Lecaton = 
|. Mates Grous | 


Req Tracking Number | 


Figure 14.2 Initial Purchase Order Screen for Transaction ME21 
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14.1.2 Create a Purchase Order Where Vendor is Unknown 


Where the purchasing user has to create a purchase order and if the vendor is not 
known, transaction ME25 should be used, as shown in Figure 14.3. The purchas- 
ing user will be able to enter information on the initial screen including date 
required, purchase group, plant, and item category, if required. This transaction 
can be found using the navigation path SAP Menu - Logistics - Materials Man- 
agement - Purchasing - Purchase Order - Create - Vendor Unknown. 
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Figure 14.3 Initial Screen for Transaction ME25 


Once the initial data is entered, materials on the line-item detail screen can be 
added. The user can add materials and quantities for the purchase order, as 
shown in Figure 14.4. 


Once the material has been added, the purchasing user can assign a source of 
supply, i.e., a vendor. If a source list is created for the material, the purchase order 
program will review all relevant source lists and offer a list of vendors or select the 
vendor if there is only one source list. 


Once the vendor has been assigned, the purchasing user has the option of saving 
the document as a purchase order. Once posted, the purchase order number will 
be displayed. 
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The completed purchase order should be forwarded to the vendor by the method 
agreed to between the purchasing department and the vendor. If EDI is being 
used to transmit the purchase order, then ED! code 850 will be used. 
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Figure 14.4 Material Added to Transaction ME25 When Vendor is Not Known 


14.2. Maintaining a Purchase Order 


Once a purchase order has been created there may be an occasion where the pur- 
chasing department needs to modify the purchase order. This may be due to a 
change of vendor, a change in the material quantity required or removal of a line 
item altogether. 


To change the purchase order, the transaction to be used is ME22N. This can be 
found using the navigation path SAP Menu + Logistics - Materials Management 
+ Purchasing « Purchase Order - Change. 


Apart from changes to a line item, the purchasing department can add a purchase 
order line for another material or delete a line item 


Once the purchase order is changed, then it will have to be re-sent to the vendor. 
The purchase order should be forwarded to the vendor by whatever method is 
appropriate: fax, email, EDI, etc. However, if the vendor has already delivered an 
amount against the purchase order, the purchasing department will not be able to 
reduce the ordered quantity below that which the vendor has already delivered. 


If the vendor's invoice has been received, then any changes to the purchase order 
will not be valid. 
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14.3 Blocking and Canceling a Purchase Order 


14.3.1 Block a Purchase Order Line Item 


The purchasing department may wish to block a purchase order after it has been 
created. This will stop any goods receipt for the relevant line item. The reason for 
a block on the line item may due to many different reasons, including quality 
issues with the material that has already been received at the plant. 


Using the purchase order change transaction, ME22N, a purchase order line item 
can be blocked, as shown in Figure 14.5. 
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Figure 14.5 Line Item in Purchase Order Blocked by Using Transaction ME22N 


14.3.2 Canceling a Purchase Order Line Item 


The purchasing department may decide to totally cancel a line item, rather than 
just block it. There may be issues with the vendor, or the material is no longer 
required. The material can be canceled by using the purchase order change trans- 
action ME22N. The delete icon can be chosen for the selected line item. 


If the purchase order line item has already been subject to a partial goods receipt, 
the line item cannot be fully deleted because of the delivery. If the line item does 
not show any delivery, then the purchase order can be set to zero to cancel out 
the line item. 


Once the line item has been canceled, the purchasing department needs to con- 
tact the vendor to inform them of the change of purchase order. This can be per- 
formed by whatever method has been agreed upon between the purchasing 
department and the vendor. If EDI were employed, the ED! 860 code would be 
used, as shown in Figure 14.6. 
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Figure 14.6 Cancellation of Line Item in Transaction ME22N, 


14.4 Account Assignment in a Purchase Order 


14.4.1 Account Assignment Overview 


It is possible to assign a single account code or a number of account codes to a 
purchase order. Assigning account information describes how the purchased 
material is being used, such as fulfilling a sales order, or consumption by a cost 
center. The account assignment also determines what accounts are to be charged 
when the goods receipt has been posted or the invoice received. 


14.4.2 Account Assignment Categories 


A number of account assignment categories can be used in the purchase order. 
On the initial screen of ME21, purchase order creation, the purchasing user can 
enter an account assignment, as shown in Figure 14.7. The account assignment 
category determines what account assignment details are required for the item. 
So if account assignment category K is selected, then the transaction would, 
depending on the specific configuration, require a G/L account and cost center to 
be entered. 
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Figure 14.7 Account Assignment Categories to Choose from in Transaction ME21 


The different account assignments can be configured in the IMG. The configura- 
tion allows a new account assignment to be added and the fields modified to be 
required, optional, or hidden. The transaction, shown in Figure 14.8, can be 
found using the navigation path IMG + Materials Management - Purchasing - 
Account Assignment + Maintain Account Assignment Categories. 
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Figure 14.8 Detail Information Screen for Account Category Configuration Transaction 


Account Assignment in a Purchase Order 


283 


284 


Once a new account assignment has been created, it has to be assigned to an item 
category in configuration. The transaction to complete this assignment is found 
via the navigation path IMG + Materials Management - Purchasing - Account 
Assignment - Define Combination of Item Category/Account Assignment Cat- 
egories. 


The purchasing user can decide which item category is relevant for the new 
account assignment, as shown in Figure 14.9. 


hange View “Check Item Category/Account Assignment Category” 


Table View Edt Goto Selection Utiities System Help 


ei, aj @|eee|onn|| 
||P Newenties (& Gl El Bl EB 


Tem ca] Acetd Text | AcctAssontCateg Deco | 
lu Q [Stock transfer |Picj maketo-cider cal 
lu |t__|Stock transfer |Allnew suxaccass, | 
u X [Stock transfer |Allauxecctessots 
Ww U |Material group [Unknown 
D> ia_|Service lAsset 
D(C Service  |Saerade ——| 
DF Service ae 
D  ~=K Service Cost center 
DON |Service Network 
D—P‘|Service Project 

E ici r 


Figure 14.9 Configuration for Item Category and Account Assignment Combination 


14.4.3 Single Account Assignment 


Single account assignment is the most common account assignment for purchase 
orders. The single account assignment simply means that one account is assigned, 
as can be seen in Figure 14.10. 


The account assignment can be made in the purchase order creation transaction, 
ME21. Once the line item has been entered into the transaction, the purchasing 
user can use the header menu to access the account assignment dialog box. The 
user should navigate to Item + Account Assignments. 
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Figure 1410 Account Assignment Dialog Box for Transaction ME21 


14.4.4 Multiple Account Assignment 


The multiple account assignment allows a number of accounts to be assigned to 
one purchase order line. This scenario could occur if a line item is for a material or 
service that is used by three laboratories and the cost is split between the three. 
There is the option to divide the amount of the material into that used by each 
lab, or the user can decide to split the charge by a percentage. 


To assign multiple accounts access the multiple account screen from the account 
assignment dialog box as shown in Figure 14.10. The purchasing user accesses the 
dialog box as if they were entering one account, and they can then access the 
multiple account screen by clicking on the icon Change Display. 


Once the multiple account screen is displayed, see Figure 14.11, the purchasing 
user can opt to change the Distribution field to 1 for quantity assignment or 2 for 
percentage assignment. 


Any number of accounts can be added for the line item, as long as the total per- 
centage does not exceed 100%, or the total quantity exceeds more than the 
quantity entered in the line item. 
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Figure 14.1 Multiple Assignment Screen in Purchase Order Transaction ME21 
14.5 Outline Purchase Agreement pause 


14.5.1 Outline Purchase Agreement Overview 


The outline purchase agreement is often referred to as a blanket or umbrella pur- 
chase order. It is basically a long-term agreement between the purchasing depart- 
ment and a vendor for materials or services for a defined period of time. The pur- 
chase department negotiates with the vendor a set of terms and conditions that 
are fixed for the period of the agreement. 


14.5.2 Outline Purchase Agreement Types 


There are two types of outline purchase agreements: contracts and scheduling 
agreements. These are 


> A contract is an outline purchase agreement against which release orders can 
be issued for materials or services when the customer requires them. 


> A scheduling agreement is an outline purchase agreement whereby the pur- 
chasing department has arranged to procure materials based on a schedule 
agreed upon between the purchasing department and the vendor. This type of 
outline purchase agreement is useful to customers who operate repetitive 
manufacturing, where production consumes the same materials each month 
and can plan accordingly. 
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14.6 Scheduling Agreement 


14.6.1 Scheduling Agreement Overview 


A scheduling agreement can be created manually or it can copied with reference 
to purchase requisitions, quotations, and centrally agreed contracts. Before creat- 
ing a scheduling agreement, the purchasing user must define account assignment, 
purchasing organization, and purchasing group. A scheduling agreement can be 
created for subcontracting, consignment, and stock transfer. 


14.6.2 Create a Scheduling Agreement Manually 


Creating a scheduling agreement manually requires the purchasing user to enter 
the details rather than referencing a quotation, purchase requisition, or contract. 
Transaction ME31L is used to create the scheduling agreement. This can be found 
in the navigation path SAP Menu - Logistics - Materials Management - Purchas- 
ing - Outline Agreement + Scheduling Agreement « Create - Vendor Known. 
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Figure 14.22 Initial Screen for Creating a Manual Scheduling Agreement 


In Figure 14.12, there is an option to enter an agreement type, which can be 
either LP for a scheduling agreement or LU for stock transport scheduling agree- 
ment. There is also the opportunity to enter a scheduling agreement number if an 
external number has been assigned. 
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Create Scheduling Agreement: Header Data = 


Scheduling agreement Edt Header Item Environment System Help 


Agreement Company Code [3000 


Ageementiype [LP Puch Oiganication [3000 


Venda [2 
Administrative fields 


Agreement date [02/22/06 Item number interval [108 Subitem inter, [1 
Vekdty stat [03701706 Valetyend [12791706 Language [EN 


Terms of delivery and payment 


Payment lem Tag vel [60,000.00 [uso 
|, Payment in 9.000 % Exch ite [4.00000 
Payment in 1.088% Incoterms i] 


Figure 1413 Header Data for Manual Scheduling Agreement 


Figure 14.13 shows the validity dates of the scheduling agreement and the terms 
of delivery that have been agreed upon between the purchasing department and 
the vendor. The purchasing department could have agreed a target dollar amount 
for the contract. This value can be entered into the scheduling agreement. 


Once the header information has been entered the line items can be entered for 
the scheduling agreement. Each line item requires that a target quantity be 
entered, as seen in Figure 14.14. The target quantity is the quantity that was 
agreed upon by the purchasing department and the vendor. 


‘Create Scheduling Agreement Item Overview. 


Scheduling agreement Edt [em Environment System Help 


lei Bleeel\aun 
|BBBOASaHAOEGRee 
Agreement Agreement type [LP Agmt. date [82/22/2006 
Verda [2 Curency [USD 


Outre sreenent emt 
ter] [A Mates | Shottet Tae OU Netpice | Pr 
ia || |T-20600 jSeaing(compicte)  14OPC | 45.003900[4, 


20 | | |t-20200 {Running oes 200PC | 22.00.3900) 
aa00 


tal v1 | 


Figure 1414 Detail Line Items for Scheduling Agreement Using Transaction ME31L 
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14.6.3 Create a Scheduling Agreement with Reference 


If there is a purchase requisition or quotation that should reference the schedul- 
ing agreement, the document can be identified when transaction ME31L is run. 


When the transaction is run the user has the option of referencing other docu- 
ments. In Figure 14.15, you can see that a scheduling agreement can be created 
based on the details from a purchase requisition. 
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Figure 14.15 Scheduling Agreement Created With Reference to a Purchase Requisition 


Once a purchase requisition is chosen, the details from the requisition are avail- 
able to be adopted and entered into the scheduling agreement. The purchase req- 
uisition line items can be seen in Figure 14.16. The purchasing user can then use 
the Adopt + Details icon to copy the details into the scheduling agreement. 


Once the purchase requisition lines are copied to the scheduling agreement, the 
agreed price can be entered, and the scheduling agreement can be posted. 
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Figure 1416 Referenced Purchase Requisition for Scheduling Agreement 
14.7 Contracts 


14.7.1 Contract Overview 


A contract is an agreement between the vendor and the customer for the vendor 
to supply material to the customer at an agreed price over a specified period of 
time. Unlike the scheduling agreement, the contract is based on releases to the 
contract, or blanket order, as it is often called. These contracts can be either based 
on a total quantity or a total value. 


Quantity Contract 

A quantity contract allows the purchasing department to agree with the vendor 
on a contract for a set quantity of material, or services. A typical example would 
involve a vendor that supplies technical support for desktop computers. The ven- 
dor may have agreed to provide 480 hours under a yearly contract with the cus- 
tomer. This allows the customer to use the support service without having to cre- 
ate a new purchase order each time the services are needed. A release is made 
against the contract, which allows the vendor to be paid for the service provided. 
When all of the hours have been used, the contract has been fulfilled and a new 
contract can be negotiated. 


Value Contract 

A value contract allows a purchasing department to cap the spending with one 
particular vendor. The value contract is not concerned with the quantity of mate- 
rial supplied by the vendor but by the total spending with the vendor for that 
material. The process of supply is the same as with the quantity contract, as 
release orders are used to receive material. 
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However, the release orders are only valid until the total spending for the value 
contract reaches the total agreed to. In this way, the purchasing department can 
limit spend at vendors to allow other vendors to supply material. 


14.7.2. Centrally Agreed Contract 


The centrally agreed contract allows a central purchasing organization to create a 
contract with a vendor that is not specific just to one plant. In this way the pur- 
chasing organization can negotiate with a vendor by leveraging the whole com- 
pany's spending for certain materials. 


Many companies allow plants to negotiate deals with vendors independently of 
each other and it often turns out that the plants have chosen the same vendor for 
materials, but have negotiated an array of prices and terms that place some plants 
at a disadvantage. By creating a central contract, a central purchasing organization 
can combine the spending of all plants and work on a obtaining the best price for 
the whole company. The materials and services involved can be as complex as 
specialized chemicals or as simple as telephone service or express-mail services 
Many companies have hundreds of contracts for express-mail service that have 
been negotiated by local staff over a long period of time, and a central contract 
could achieve a tremendous cash saving if one was in place. 


14.7.3 Creating a Contract 


The contract is created in a very similar way to the scheduling agreement. The 
purchasing user will use transaction ME31K to create a contract. This is found in 
the navigation path SAP Menu - Logistics - Materials Management + Purchasing 
+ Outline Agreement - Contract - Create. 


The initial screen, as shown in Figure 14.17, is similar to the initial screen for cre- 
ating a scheduling agreement. 

The agreement-type field, shown in Figure 14.17, should be entered to determine 
what type of contract is being created. The options are: 

> WK—Value Contract 

> MK—Quantity Contract 

> DC—Distributed or Centrally Agreed Contract 


After the initial information has been entered, the transaction will display the 
header information that needs to be completed, as shown in Figure 14.18. The 
value contract requires a target value to be entered for the contract 
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Figure 14.47 Initial Screen of Transaction ME31K 
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Figure 1448 Header Information for Value Contract Using Transaction ME31K. 


The line items that need to be added to the detail screen are shown in Figure 
14.19. The purchasing user will need to add a target for the line item. 
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Figure 14.19 Detail Line-Item Information for Value Contract 


14.7.4. Release Order Against a Contract 


Once the contract is in place, material can be requested from the vendor by using 
a release order against the contract. This release order can be created via the pur- 
chase order screen in transaction ME21. On the initial screen, as seen in Figure 
14.20, the purchasing user can access the contract by selecting the Ref to Con- 
tract icon. 
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Figure 14.20 Initial Screen for Creating Release Order for Contract 
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A dialog box will appear where the contract number to create a release for can be 
entered, as shown in Figure 14.20. Once the contract number Is entered the 
detail lines will be displayed and a quantity entered for each line item on the 
release order against the contract. The line item will also show the quantity avail- 
able on the contract, as shown in Figure 14.21. 
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Figure 14.21 Contract Line Items Assigned to Release Order in Transaction ME21 


Once the quantities are entered for the release order, the Adopt + Details icon 
can be used to copy the details into the release order. The release order can then 
be saved. 


14.8 Vendor Confirmation 


14.8.1 Vendor Confirmation Overview 


Vendor confirmations are defined as when the vendor communicates to the cus- 
tomer regarding a purchase order or inbound delivery. The communication can 
be in the form of a fax, email, or EDI. The communication can be for: 

> Order Acknowledgement 

> Transport Confirmation 

> Advance Ship Notification (ASN) 

> Inbound Delivery 

The vendor confirmations are manually entered into SAP. The only case where 


confirmations are loaded automatically is when the confirmation is sent from the 
vendor using EDI. 


Purchase Order 


Vendor confirmations are important to a client because they provide updated 
information on delivery of goods. This means that the client does not have to rely 
solely on the delivery dates agreed to by the vendor at the time of purchase order 
creation, or even before. This allows the planning department to adjust the pro- 
duction schedule based on the vendor's information. 


14.8.2 Confirmation Configuration 


The confirmation categories can be configured in the IMG for external or internal 
confirmations. External categories are defined for manual entries of vendor con- 
firmations, while the internal categories are for the vendor confirmations through 
EDI. The EDI transaction sets for vendor acknowledgement include 855 for Pur- 
chase Order Acknowledgement and 856 for Advance Ship Notification (ASN). 


External Confirmations 

The external confirmation categories can be configured using a transaction found 
on the navigation path IMG - Materials Management - Purchasing - Confirma- 
tions - Define External Confirmation Categories. 


ange View ""Confirmation Categories": Overview 


Table View Edt Goto Selection Utities System Help 


jel a8 ¢ee| 
Aieto: TROBE B 


me Headno wsrtiy | 
ei Order (Confamed Qty | 
fsa [sip Now hiotieday. | 

GF 1 


AB [RoughGR ough GR quantiy 


Figure 14.22 Configuration Traction for External Confirmation Categories 


It is possible to add new categories, as shown in Figure 14.22, for confirmations, 
depending on the requirement for confirmations. 


Internal Confirmations 

Three internal confirmation categories for EDI are supplied in the standard sys- 
tem. These are: 

> Category 1—used for order acknowledgments 

> Category 2—advance shipping notification (ASN) or inbound delivery is used 
> Category 3—rough goods receipt is used 
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An external confirmation category can be assigned to each internal confirmation 
category, as shown in Figure 14.23. This enables purchasing documents to be 
automatically updated with data from the relevant confirmations. The external 
confirmation categories can be configured using a transaction found on the navi- 
gation path IMG + Materials Management - Purchasing - Confirmations + Define 
Internal Confirmation Categories. 
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Figure 14.23 Internal Categories and Their Assignment to External Categories 


14.8.3 Enter a Manual Confirmation 


When a vendor has sent or faxed a confirmation, the acknowledgement can be 
entered manually into the purchase order line item. However, before the confir- 
mation can be entered, the line item should be checked to see if a confirmation 
is relevant for confirmation control. 


The way to check a line item for confirmation control is to display the line item 
detail screen within the purchase order-change transaction, ME22, as shown in 
Figure 14.24. 


From the detail line-item screen, the purchasing user can enter the confirmation 
from the header menu Item - Confirmations - List. 


The screen then displayed, shown in Figure 14.25, will allow confirmations to be 
manually added. The confirmation can be added by selecting the type of confir- 
mation; in this case the confirmation control is AB, which represents order 
acknowledgement. The purchasing user then adds the information related to 
delivery date, time of delivery, and quantity. If the ASN is available, then that also 
can be entered using confirmation control, LA. 
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Figure 14.24 Detail Line Item for Purchase Order 
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Figure 14.25 Manual Entry of Vendor Confirmation for Purchase Order Line Item 
14.9 Messages and Outputs 


14.9.1 Message Overview 


Once the purchasing user has created a purchase order or changed a purchase 
order, they will require that the document be in a format where it can be sent to 
the vendor either by fax, mail, or EDI, The system will generate a message for 
each document posted. 


The output message is created by the same conditions technique that is used for 
price determination. Once a message is produced for a purchase order, contract. 
etc., the message is placed in the message queue that contains all messages that 
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are still to be processed. Messages in the queue are available to be processed 
immediately or at a later time. 


14.9.2 Message Creation 


The message is created when a document is posted. The message-processing can 
be seen within the purchase order. This can be viewed from a purchase order, 
transaction ME22, by accessing the header menu and selecting Header - Mes- 
sages. 


The message that has been created can be viewed, as shown in Figure 14.26. If 
the message can be processed the status will be green. By selecting the processing 
log icon, the purchasing user can view any error or warning messages that may be 
causing the document not to be processed. 
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Figure 14.26 Fax Output for Purchase Order: Transaction ME22 


14.9.3 Message Output Definition 


The output format of the message can be configured in the IMG if the standard 
format is not suitable. The format can be changed for the purchasing outputs, 
RFQ, contract, purchase order, and scheduling agreement. 


To change the texts for a purchase order, the transaction can be found using the 
navigation path IMG + Materials Management - Purchasing - Messages + Text 
for Messages - Define Texts for Purchase Order. 


The text for document header can be changed and also the document items for 
any of the different print operations, such as change, rejection of RFQ, or new 
purchase order. In Figure 14.27, the first line that can be changed is for print oper- 
ation 1, which is for a new output of document type NB, which is a purchase 
order. The text is F041, which is the header text. 
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Figure 14.27 Structure of Document That can be Modified 


14.9.4 Output Messages 


Messages can be processed either by a scheduled batch job or manually. The 
batch job that can be run to process the output is RSNASTOO, and this should be 
run when it is appropriate. 


Messages produced by purchasing documents can be processed by transaction 
MEQF. This transaction can be found via the navigation path SAP Menu - Logis- 
tics - Materials Management - Purchasing - Purchase Order - Messages - 
Print/Transmit. 
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Figure 14.28 Selection Criteria for Printing Purchase Orders in Transaction MEQF 
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This transaction allows a range of purchase orders, purchasing organizations, ven- 
dors, etc, to be entered. This can be seen in Figure 14.28. Once the selection cri- 
teria are entered, the transaction will return a number of purchase orders that can 
be printed. The purchasing user can select the purchase orders to print. 


14.10 Reporting 


14.10.14 Reporting Overview 


The purchasing functionality in SAP does contain a large number of standard 
reports that can be run on an ad hoc basis. Reports such as the archived purchas- 
ing documents (ME82), subcontractor stick per vendor (ME20), and the monitor- 
ing confirmations program (MEZA) all can be run from the standard SAP menu, 


A number of companies use a large number of standard reports, SAP queries, and 
customized reports to provide them with an overall view of the purchasing func- 
tion. 


Before customizing reports for a client, it is always worth reviewing the standard 
reports with the client to ensure that they would not fit their purposes. 


14.11 Release Procedures 


14.111 Introduction to Release Procedures 


The release procedure in SAP is the process that allows documents to be held 
because of specific conditions and only released when they are approved or go 
through a series of approvals. These approvals are electronic signatures, as the 
process is conducted within the SAP system. 


The release procedure is valid for purchase requisitions, purchase orders, schedul- 
ing agreements, request for quotations, contracts, and service entry sheets. 


The main difference in the release procedure is between the internal and external 
documents. The internal document, the purchase requisition, can be released at 
the item level or the header level. In addition, the purchase requisition can also 
be released with classification or without classification. However, it is important 
to realize that release with classification gives a lot more flexibility. 


The external documents, such as the purchase order and the RFQ, can only be 
released at the header level and can only be released by the classification method. 
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14.11.2. Release with Classification for a Purchase Requisition 


For the release with classification, the characteristics and appropriate classes need 
to be defined in the classification system. It is important to remember that a class 
should be created for each purchasing document. 


The configuration for release of a purchase requisition without classification is 
already pre-defined in SAP. The release with classification within the IMG, must 
be configured. 


The configuration for the release of purchase requisitions is found in the IMG 
using the path IMG + Materials Management - Purchasing - Purchase Requisi- 
tion - Release Procedure - Procedure with Classification. 


Edit Characteristics 

Each characteristic represents a release condition. Characteristics can be set up 
that describe the conditions that need to be satisfied for a release strategy to be 
assigned. 


Characteristics can be created easily as they would be in classification. The chap- 
ter for further discussion on classification will appear later in this book. 


Edit Class 

The class is created, and as part of that creation the characteristics defined for the 
purchase requisition are assigned to the class. The class for release strategy does 
need to be linked to class type 032, which is the class type for release strategy. 


Release Groups 
The release groups are defined in standard SAP. Release group 01 is defined for 
purchase requisitions; release group 02 is defined for purchase orders. 


Release Codes 
The release code is a two-character field that usually represents the person 
responsible for the approval. 


Release Indicator 
The release indicator represents the document that was released of the purchas- 
ing document. 


Release Strategy 


The strategy defines the release codes with which a purchase document must be 
released and the sequence in which release must be used. 
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The purchase order is probably the most familiar process in materials manage- 
ment. The purchase order is important in that it provides material to the produc- 
tion process or requestor in a timely fashion, at the best available price and with 
the best terms. For the materials management user, especially for a purchasing 
user, all aspects of creating and maintaining purchase order should be studied. 
Links with finance should be understood, e.g., account assignment. Two areas 
that were discussed here often create many issues for purchasing users. These are 
message output and release strategy. If purchase orders cannot be printed it can 
cause delays in receiving material and understanding the process of printing pur- 
chasing output is very important. Release strategy can be complex to implement, 
but this depends on the client. Understanding how the release strategy is config- 
ured and how it works within the purchasing documents will help a client adopt 
a successful and straightforward release policy. 
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15 External Service Management (ESM) 


Companies purchase as many services as they do materials, Services 
can be managed and analyzed in the same way as any material. How- 
ever, services have some unique aspects and require the SAP user to 
understand the differences to benefit from the ESM functionality. 


External Service Management (ESM) incorporates functionality that is relevant to 
the procurement and execution of services at a company. The service master 
record is the document that contains the information on a service. The service 
specifications are listed services that can make up a particular task or project that 
a company needs to procure. 


Services can be planned—using a service master record—or unplanned, therefore 
not referencing a service master but rather referencing a monetary limit for the ser- 
vices performed. The service can be entered using a service entry sheet, whereby 
the documented hours can be approved, and authorization given for payment. 


15.1 Service Master Record 


The service master record is the document that contains the basic information of 
the service, similar to a material master record. 


The service master record can be entered using the transaction ACO3, or via SAP 
Menu - Logistics - Materials Management - Service Master - Service - Service 
Master. Figure 15.1 (page 306) shows the initial screen. 


15.1.1 Service Number 


The service number is similar to the material number, and this field can be defined 
for external or internal numbering. The number ranges can be defined in config- 
uration using transaction ACNR or via the navigation path IMG + Materials Man- 
agement - External Service Management - Service Master - Define Number 
Ranges. 


15.1.2 Service Category 


The service category differentiates between different types of services, similar to 
the same way that a material type does for materials. The service category, as 
shown in Figure 15.2, can be configured in the SAP IMG using the navigation path 
IMG - Materials Management - External Service Management - Service Master 
+ Define Service Category. 


External Service Management (ESM) 


303 


304 


| Create Service Master Record 
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Figure 154 Entry Screen for Creating Service Master Record 


Figure 15.2 Configuration for Service Category 
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45.1.3. Material/Service Group 


The material/service group field allows the material group to be selected for 
grouping purposes. The selection is the same for the service master as it is for the 
material master. 


15.1.4 Tax Indicator 


The tax indicator for the service master allows the purchasing user to enter a “not 
taxed" code if the service is not taxed or a tax code for taxable service. 


15.1.5 Valuation Class 


The valuation class for the service master is the same field that is used in the mate- 
rial master. Using the valuation class, the system can find the general ledger 
accounts that are associated with the service financial postings 


15.1.6 Formula 


The formula field allows a defined formula to be chosen for a service that has 
been pre-defined in configuration. Depending on the service to be performed, 
the effort involved in performing a task may be definable by a number of vari- 
ables. For instance, there may be a formula for lawn maintenance that is variable 
depending on the size of the area to be maintained. 


Formula can be defined in configuration using the navigation path IMG - Materi- 
als Management - External Service Management - Formula for Quantity Deter- 
mination - Define Formulas. 


The formula is defined by entering a formula key and then the formula with vari- 
able names. The formula can use variables that are defined elsewhere in configu- 
ration. The formula must also have a base unit of measure. 


The variables in the formula calculation must be defined in configuration also, as 
shown in Figures 15.3 and 15.4. The variables are defined using the navigation 
path IMG - Materials Management - External Service Management - Formula 
for Quantity Determination - Specify Names of Formula Variables. 
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‘New Entries: Details of Added Entries 
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Figure 15.3. Configuration Screen to Create Formula for Quantity Determination in Service Mas- 
ter 
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Figure 15.4. Configuration of Formula Variables for Service Master Calculation 


15.1.7. Graphic 


The service master includes a graphic field where the purchasing user can select a 
picture or graphic that can aid the supplier of the service. For example, the service 
may be to polish a finished good, and the company may have a specific way of 
completing the task. The graphic could be included with the purchase order or 
RFQ to ensure the service was performed correctly. 


In the next section, the standard service catalog is discussed. This is a list of the 
service description that reduces the number of entries the purchasing user has to 
make. 
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15.2 Standard Service Catalog (SSC) 


15.21 Overview 


The standard service catalog is a record containing service descriptions that are 
used when the service master has not been created. The SSC is used to keep a 
standard list of the description that eliminates the need for descriptions to be cre- 
ated each time a non-service master record is entered. This prevents a great deal 
of data duplication. 


45.2.2 Creating a SSC Entry 


The SSC entry can be created by using transaction MLO1 or by following the nav- 
igation path SAP Menu - Logistics - Materials Management - Service Master - 
Standard Service Catalog + Create. 
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Figure 15.5 Detail Screen for Creating Standard Service Catalog Entry 


On the initial screen for entering a SSC, the user can enter a service type number 
and an edition (or version number) can be entered. The detailed information for 
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the service type includes a validity period and the service category, as seen in Fig- 
ure 15.5. 


The structure of the service type is defined where the structure can be divided 
into a number of meaningful sections. The maximum number of characters in the 
structure is 18, 


For instance, in Figure 15.5 in the Structure of a Service Type section, the SSC 
entry for service type 001 will have an 11-character structure made up of a three- 
character string followed by four separate numeric strings of two characters each. 


Figure 15.6 shows how the different elements of the structure are made up. The 
first four characters are the highest in the hierarchy in column T2, then the next 
three in column T3, and so on. The structure can be thought of as a service tree 
where the lowest elements where the actual time is reported, i.e. in column TS. In 
Figure 15.6, note that the unit of measure should only be added to the lowest 
level of the structure, T5, otherwise an invalid text module error will occur. 
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Figure 15.6 Elements of Service Type Hierarchical Structure 


15.3 Conditions in ESM 


Conditions are found in service management similar to those found in normal 
purchasing. Conditions apply to services such as discounts, surcharges, and taxes. 


External Service Management (ESM) 


15.3.1 Total Price Condi 


ion 


One method of entering a condition for a service is to enter a total price condi- 
tion. This can be achieved by using the transaction ML45 or via the navigation 
path SAP Menu - Logistics - Materials Management « Service Master - Service 
+ Service Conditions - For Service - Add. 


This transaction allows the purchasing user to enter a condition that gives an 
overall estimate of the service to be performed over a certain time period. 
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Figure 15.7 Total Price Condition for Service for Given Validity Period 


In this case, as can be seen in Figure 15.7, the service has been given a total price 
condition of $50,000 for 2,000 hours of work until December 31, 2006. The total 
price condition can also be defined as a scale, by selecting the F2 function key or 
using the menu path Goto - Scales. 


The condition can be entered with a different value being valid for a different level 
of the scale as defined by the purchasing user, see Figure 15.8. 
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Figure 15.8 Condition Defined Using Scales for Given Time Period 
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15.4 Procurement of Services 


15.4.1 Using a Purchase Order 


Services can be purchased using the normal purchase order creation transaction, 
ME21. The item category needs to be entered and set to D for services. 
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Figure 15.9 Purchase-Order Entry Screen for Services 


The screen shown in Figure 15.10 will show the data entry screen for the service 
specification. A number of items can be entered in this screen. 


Overall Limit 


An overall limit can be entered for all of the unplanned services on the purchase 
order, This limit may not be exceeded 


Expected Value 

An expected value of unplanned services can be entered. This value does not nec- 
essarily need to be equal to the overall limit, and the expected value can be 
exceeded unlike the overall limit. The expected value is the figure that is used if 
there is an appropriate release strategy in place. 
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Figure 1510 Detail Screen for Purchase Order for Services 


Actual Value 
This field is calculated by the system and is updated continually from service sheet 
entry or from goods receipt transactions. 


Contract 
The service purchase order can allow the purchasing user to add one or a number 
of purchase contracts. A limit to the services purchased against the contract can 
be added. 


Services 

A purchasing user can add a number of services that are required for the purchase 
order. The service number is entered with a quantity and price per unit of mea- 
sure, Once the information is entered for the individual services, the purchase 
order can be completed once the header information shown in Figure 15.11, has 
been verified 
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™ Create Purchase Order : Header Data’ 
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Figure 1511 Header Information Screen for Service Purchase Order 


15.5 Entry of Services 


When a supplier has completed a service or the service has been partially per- 
formed, the information can be entered into the SAP system. The entry of this 
data is recorded on the service entry sheet. The information on the service entry 
sheet would be for planned and unplanned service. 


15.5.1 Service Entry Sheet 


The service entry sheet is the transaction where data is entered with respect to 
the service that has been ordered via a Purchase Order. The service entry sheet is 
found using transaction ML81N or via the path SAP Menu - Logistics - Materials 
Management : Service Entry Sheet - Maintain. 


The service entry sheet, shown in Figure 15.12, is based on the service in a pur- 
chase order, so the entry point for the transaction is the selection of a purchase 
order number. Once the purchase order number is entered, the service number 
that was entered as a line item in the purchase order will be displayed. The pur- 
chasing user can enter the quantity of the service, either partial or complete. 
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Figure 1542 Service-Entry Sheet for Given Purchase Order 


Once the data has been entered then the data sheet can be accepted. Once 
accepted, the service entry sheet will appear as accepted or ready for being 
accepted on the ML81N initial screen, shown in Figure 15.13. 
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Figure 1543. Purchase Order and One Service Entry Sheet Ready to be Accepted 


Once there are no more service entry sheets to be entered against the purchase 
order the final entry indicator can be set by selecting from the service entry sheet 
menu Entry Sheet - Set Status - Final Entry. 
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45.6 Blanket Purchase Order 


A blanket purchase order is used when a client needs to purchase low value ser- 
vices or materials and wishes to perform this purchasing at a minimum cost. By 
reducing the effort needed by the purchasing department, the client can achieve 
some monitoring of the transaction at an economic cost. 


15.6.1 Creating a Blanket Purchase Order 


A blanket purchase order is created via the normal purchase order transactions, 
ME21 or ME21N. This is shown in Figure 15.14. 


Document Type 

The document type for a blanket order is FO rather than the normal document 
type for a purchase order, NB. When creating a blanket order, make sure that the 
correct document type is used. 


Item Category 
The item category for a blanket order is B for a limit order. This means that the 
purchase order will be created with a limit value and not a line item. 
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Figure 1514 Detail Information for Blanket Purchase Order 


External Service Management (ESM) 


Validity Period 

Using the blanket purchase order requires that the value limit be contained within 
a period of time. Therefore, the vendor has a limited period in which to submit 
invoices up to the value limit entered within the blanket order. 


Vendor Invoicing 

The vendor will send invoices to the purchasing department with reference to the 
purchase order. The accounts payable department will process the invoices, if the 
invoices fall within the validity period of the blanket purchase order. The invoices 
will also only be processed if the total amount of the combined invoices from the 
vendor does not exceed the value limit in the blanket purchase order, as shown in 
Figure 15.15. 
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Figure 1545 Value Limit Entry for Blanket Purchase Order 


In this chapter we discussed the ESM functionality. Companies purchase services, 
as well as, materials and the functionality in ESM allows the purchasing depart- 
ment to influence how services are purchased and to monitor their consumption 
of those services. As more companies use SAP to purchase and record service 
usage, purchasing personnel will be required to be fully familiar with this func- 
tionality. 


Blanket Purchase Order 


315 


416 Consumption-Based Planning 


In any company, material is consumed either in the production of 
items, by performing a service, or by daily operations. In order to 
replenish the stock of material, the company can use consumption- 

¥ based planning (CBP) to determine when future purchases need to be 
made. 


Consumption-based planning (CBP) is a planning method based on past con- 
sumption of a material and using the entered forecast to determine future mate- 
rial requirements. CBP is not calculated via independent or dependant require- 
ments, such as found in master production scheduling. The level of material 
hitting a defined reorder point initiates CBP or by the forecast requirements cal- 
culated using consumption values found in the material master record. The CBP 
used in SAP is known as MRP or Materials Requirements Planning. 


16.1 Master Data in CBP 


16.1.1 Material Master Record 


Consumption figures for a material are stored in the material master record and 
are calculated for unplanned and total consumption. Either figure can be viewed 
and/or updated in the material master record. 


The consumption figures for a material are held within the material master record 
and are updated by transaction data from inventory management. The data can 
be viewed in the format shown by the period indicator; in the case of Figure 16.1, 
it is M for monthly consumption. 


The transaction to view/change the consumption values is MMO2 and this can be 
found using the navigation path SAP Menu » Logistics - Materials Management 
+ Material Master - Change - Immediately. 


The material number should be entered, then the organizational level icon should 
be pressed, and a view requested, such as MRP or Forecasting. On the detail 
screen there is an icon for Additional Data. This will show a number of tabs, and 
there is one called Consumption. 
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Figure 164 Total Consumption Figures per Month for a Material Using Transaction MMO2 


The consumption screen for the material is shown in Figure 16.1. All the con- 
sumption figures for the material will be displayed in chronological order. The 
unplanned consumption and the total consumption per time period can be 
viewed. If the material has been entered and there is missing consumption data, 
this can be added in this screen for the relevant time periods. 


16.1.2 Planning Calendar 


The planning calendar is used to define the period lengths for CBP at the plant 
level, shown in Figure 16.2. The planning calendar is defined by using transaction 
MD25 or using the path SAP Menu - Logistics - Materials Management - MRP 
+ MRP - Master Data - Planning Calendar - Create Periods. 
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Figure 16.2 Initial Screen for Transaction MD25 


The planning calendar is created for each plant. When creating a new planning 
calendar, a three-character code for the new calendar can be entered 
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Figure 16.3 Variables for New Planning Calendar 


When creating the planning calendar it is possible to define certain variables, such 
as in Figure 16.3, where the calendar has been flagged to start a period as a week- 
day. Other options allow the first day of the period to be a workday or not a 
workday, previous to a non-working day, or after a non-working day. The plan- 
ning calendar will ascertain whether a day is a working day or a non-working day 
by referencing the relevant factory calendar configured in the IMG. 
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16.2 Planning Process 


16.2.1 Planning at the Plant Level 


The planning process will normally take place at the plant level. Planning at the 
storage location level can be defined. The following processes are involved in con- 
sumption-based planning: 


> Initially, SAP checks the planning file entries. The system will check if a material 
has been changed, relevant to MRP, and if this material needs to be included in 
the planning run. 


> SAP will then complete a net-requirements calculation for every material. SAP 
checks the available warehouse stock and receipts from purchasing and pro- 
duction to ensure that the requirement quantity is covered. If the net require- 
ment quantity is not covered, a procurement proposal is then created. 


> Lot-sizing calculation is then performed. Rounding up or down of values are 
carried out, if this is necessary. 

> Scheduling is performed to determine the start and finish dates of the procure- 
ment proposals, such as planned orders, or requisitions. 

> Planned orders, purchase requisitions, or schedule lines are created by SAP for 
the procurement proposal. A supplier can be assigned at this time also. 

> Critical situations are identified using exception messages. These are situations 
where the planner has to process the situation manually. 


> Finally, SAP calculates the actual days' supply and the receipt days’ supply of 
the material. 


16.2.2 Planning at the Storage Location Level 


The planning of material is normally performed at the plant level, with the total 
amounts of all storage locations taken into account. However, there are occasions 
when a client may not wish to perform planning in that manner. 


A common reason for storage-location planning is a logistical one. Clients with 
storage locations remote from the associated plant may want to perform planning 
at lower level. In addition, storage locations that are unique—e.g., locations that 
only contain a certain type of material relevant to plant maintenance or repairs— 
may want to plan these separately. 


Two options are available to the client who wishes to identify some storage loca- 
tions as unique for planning purposes: plan at the storage location level, or 
exclude the storage location from planning. 
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Storage Location Planning 

In this scenario, the planning department needs to ensure that the reorder level 
for the material and the replenishment quantities are defined at the storage-loca- 
tion level. 
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Figure 16.4 Storage Location MRP Fields in Material Master Relevant for Storage-Location Plan- 
ning 


For the planning to be completed at the storage-location level, the storage loca- 
tion MRP fields in the material master need to be completed. Depending on the 
version of SAP your client uses, these fields may appear on a different MRP screen 
from that in Figure 16.4. 


The procurement proposals for the storage location that is planned separately will 
not be part of the plant stock levels. 


Excluding Storage Location from Planning 

A storage location can be excluded from planning and the stock not be included 
in the available stock totals. The storage location can be excluded from the plan- 
ning process by selecting the appropriate value for the MRP Indicator for the stor- 
age location, as shown in Figure 16.5. 
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Figure 16.5 Options Available for Storage Location MRP Indicator in Material Master 


16.3 Planning Evaluation 


Two methods are available to evaluate the planning results in CBP: the MRP list 
and the stock/requirements list. 


16.3.1 MRP List 


During the planning run, the nature of MRP lists depends on how the creation 
indicators are configured. The basic MRP list contains the planning result informa- 
tion for the material. The MRP list is the initial working document for the MRP. 
controller to work from. The MRP list is a static list and changes are not reflected 
on the list until the next planning run. 


The MRP list for an individual material can be displayed using the transaction 
MD05 or via the navigation path SAP Menu - Logistics - Materials Management 
+ MRP + MRP - Evaluations - MRP List— Material. 
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In Figure 16.6, the MRP list shows that a purchase requisition has been created. 
This is due to the fact that the stock has fallen below the safety stock level. The 
error messages in the dialog box relate to the column EX on the MRP list. 
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Figure 16.6 MRP List for Material Fallen Below Its Safety Stock Level 


16.3.2 Stock/Requirements List 


The stock/requirements list shows the current stock and requirements situation. 
The stock/requirements list is dynamic, as it is updated each time it is displayed 
(unlike the MRP list). The Stock/Requirements list shown in Figure 16.7 displays 
two purchase requisitions that would not appear on the MRP list for the same 
material. The requisitions were created after the MRP list was created and will not 
appear until another MRP list is created via planning. 
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Figure 16.7. Stock/Requirements List for Same Material 


16.4. Procurement Proposal 


During the planning process, the system will determine the requirements for the 
material and create procurement proposals based on settings defined by the pur- 
chasing department. The procurement proposals created by the system specify 
when stock movements should be made and the quantity of stock required. 


Three types of procurement proposals are used in the planning process: purchase 
requisitions, schedule lines, and planned orders. 


16.4.1 Purchase Requisitions 


The planning process will determine that a purchase requisition is required for 
material that is procured externally. The purchase requisition can be seen on the 
MRP list as a line item. The planning process also determines the quantity for that 
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purchase order. The MRP controller will review the MRP list and determine 
whether the purchase requisition is appropriate before passing it on to the pur- 
chasing department. The purchase requisition is an internal planning element and 
can be changed or deleted if necessary. 


16.4.2 Schedule Lines 


A schedule line is the result of the planning process when the material is procured 
externally and the material has a source and a scheduling agreement in place. The 
schedule line is unlike the purchase requisition, which involves a fixed agreement 
and, therefore, cannot be changed. This makes it much more flexible than the 
purchase requisition. 


16.4.3 Planned Orders 


The planned order is a result of the planning process for materials that are pro- 
duced internally. Like the purchase requisition, the planned order is an internal 
planning element that can be changed or deleted if deemed necessary. The 
planned order can be converted to a production or a process order, depending on 
the production methods of the client. If the material is procured externally as well 
as produced in-house, the planned order can be converted to a purchase requisi- 
tion. The MRP controller can use transaction MD14 to convert an individual 
planned order, or by using the path SAP Menu ~ Logistics - Materials Manage- 
ment - MRP - MRP - Planned Order + Convert to Purchase Requisition - Indi- 
vidual Conversion 


This chapter described the basics of consumption-based planning. This type of 
planning is found in the vast majority of manufacturers today. This functionality 
shows the integration between the Production Planning module and the purchas- 
ing functionality. It is important to understand how purchasing is involved in 
planning and the responsibilities the purchasing department has to provide timely 
action to ensure that material is available for production. 
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17. Material Requirements Planning 


Material Requirements planning (MRP) has to meet three objectives 
simultaneously: first, to ensure to material is available for production 
and delivery to customers, second, to maintain the lowest possible 
level of inventory, and third, to plan manufacturing activities, delivery 
schedules, and purchasing. 


Manufacturing companies face the problem that their customers want finished 
goods available in less time than it takes to produce them. In order to achieve 
this, manufacturing companies need to adopt a planning strategy, and this is 
found in MRP. 


Companies need to control the quantities of materials they purchase, plan which 
materials are to be produced and in what quantities, and ensure that they are able 
to meet current and future customer demand, at the lowest possible cost. 


MRP was first developed in the early 1960s and has been modified and improved 
to the level found today in SAP and in the methodology adopted by organizations 
such as the American Production and Inventory Control Society, commonly called 
APICS. 


There are three procedures within MRP: 


> Reorder-point planning 
> Forecast-based planning 


> Time-phased planning 


17.1 Reorder Point Planning 


The basic premise behind reorder-point planning Is that procurement is triggered 
when the sum of the stock in the plant, plus the firmed receipts, falls below the 
reorder point 


17.4.1 Manual Reorder Point Planning 


In manual reorder-point planning, the planner manually enters the reorder point 
and the safety stock in the individual material master record. This is shown in fig- 
ure 17.1, 
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Figure 171 Material with MRP Type VB for Manual Reorder-Point Planning 


17.1.2. Automatic Reorder Point Planning 


In automatic reorder-point planning, the system calculates the reorder level and 
the safety stock level. To do this, the system uses past consumption data of the 
material to forecast future requirements of the material. 
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Figure 17.2 Material with MRP Type VM for Automatic Reorder-Point Planning Based on Con- 
sumption 
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The system then uses these forecast values to calculate the reorder level and the 
safety stock level. Figure 17.2 shows a material with the MRP type that facilitates 
automatic reorder point planning 


17.2. Forecast-Based Planning 


Like the reorder-point planning, forecast-based planning relies on the historical 
material consumption. Similar to reorder-point planning, forecast-based planning 
uses the historical values, while the forecast values and future requirements are 
determined by the forecasting program. The forecast values are used in MRP as 
the forecast requirements. 
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Figure 17.3. Material with MRP Type VV for Forecast-Based Planning 


The forecast-based planning procedure, MRP Type VV shown in Figure 17.3, can 
be described in three phases. These are given below: 


1. The system takes the forecast it has produced and makes sure that every future 
period forecast is covered by the available stock, planned purchases, or 
planned production. If the forecast is greater than the total of the available 
stock, planned purchases, or planned production, then the system will gener- 
ate a procurement proposal (purchase requisition or planned order). 
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Figure 17.4 Material Forecast Calculated Within Material Master Transaction MMO2 


! To run the time-phased planning procedure, the MRP type needs to be entered as 
R1, as shown in Figure 17.5. The planning cycle is to be entered, and the lot size 
set as lot-for-lot order quantity. 
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18 Forecasting 


1 Business decisions are based on forecasts. Decisions of material 
requirements are based on forecasts of future conditions. Forecasts are 
continually needed, and over time as the impact of the forecast on 
actual results are measured, the initial forecasts are updated, and 
decisions are modified 


Forecasting is a prediction of what will occur in the future, and therefore, is an 
uncertain process. Due to this uncertainty, the accuracy of a forecast is as impor- 
tant as is the outcome predicted by the forecast. 


18.1 Forecast Models 


Forecast modeling has been devised to aid in forecasting particular events. The 
forecast model can be designed around factors that the client believes are impor- 
tant in influencing the future use of a material. The client also uses past perfor- 
mance of a material to determine future use. Both of these methods will produce 
a forecast that may be accurate. 
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Figure 184 Forecast Model 
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A number of forecast models are available in the forecasting functionality within 
SAP, as shown in Figure 18.1. 


18.1.1 Constant Model 


The constant forecast model assumes that the use of material is constant. This is 
not to say that the use of material is the same each month, but that the variation 
in material usage fluctuates little and a constant mean value is calculated. This 
forecast model would apply to electricity consumption in an office. The consump- 
tion would not vary a great deal from the mean value. 


18.1.2 Trend Model 


The trend model is found where there is an identifiable increase or decrease of 
material over a period of time. The trend may include areas of movement away 
from the trend, but that the overall movement follows the trend. For example, a 
downward trend over time may represent the model for use of printer cartridges 
for certain model printers that become obsolete over time. 


18.1.3. Seasonal Model 


The seasonal model is one that affects many businesses due to the weather, holi- 
days, or vacations. The seasonal model is defined as a pattern that repeats for 
each period. So an annual seasonal pattern has a cycle 12 periods long, if the peri- 
ods are months. A seasonal model may be applicable to a company that makes 
patio furniture and that experiences a greater demand in the months of May 
through September, and this pattern is repeated each year. 


18.1.4 Seasonal Trend Model 


The seasonal trend model is similar to the seasonal model, except that instead of 
the same pattern occurring each period, the pattern is moving further away from 
the mean value, either positive or negative. For instance, California sparkling wine 
manufacturers can see a positive seasonal trend. They have a seasonal pattern in 
demand for their products, and for them the seasonal pattern has a positive trend, 
as sales have continued to rise. A negative seasonal trend can be shown in beer 
manufacturers who have a seasonal market, but the overall trend continues to be 
negative as sales slow each year. 
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48.2 Forecast Parameters 


The parameters on the forecast screen in the material master record can be pre- 
defined using a forecast profile. The forecast profile allows the user to create a 
default that copies the parameter values directly into the material master record. 


18.2.1 Create Forecast Profile 


The forecast profile for the forecast parameters can be created using transaction 
MP80 or via the navigation path SAP Menu - Logistics - Materials Management 
+ Material Master - Profile - Forecast Profile - Create. 
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Figure 18.2 Selection Screen for Transaction MP80 


In the initial screen of transaction MP8O, shown in Figure 18.2, the user can select 
the parameters for which they wish to enter values. In addition, the user can 
determine if the value is defaulted into the material master or whether the param- 
eter is write-protected and cannot be changed in the material master. 
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Figure 18.3 Detail Screen for Transaction MP8O 


The fields shown in Figure 18.3 for the Forecast Data creation screen are 
described in the section below. 


Forecast Model 

The forecast model has been discussed in Section 18.1. The selection for the fore- 
cast model can be made from the following choices: 
No Forecast Model or External Model (N) 
Automatic Model Selection (J) 

Constant Model (D) 

Constant with Smoothing Factor Adjustment (Ik) 
Trend Model (T) 

Seasonal Model (S) 

Seasonal Trend Model (X) 

Moving Average Model (G) 

Weighted Moving Average Model (W) 

Second Order Trend Model (B) 
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Second Order Trend with Smoothing Factor Adjustment (O) 
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Historical Periods 
The number of historical periods entered into this field is used to calculate the 
forecast. If this field is left blank, no periods will be used in the profile. 


Forecast Periods 
The number entered in this field is the number of periods over which the forecast 
will be calculated. 


Number of Periods for Initialization 

This number is for the historical values that the user wishes to be used for the 
forecast initialization. If the field is blank, no historical values are used to initialize 
the forecast. 


Fixed Periods 

The fixed-period field is used to in order to avoid fluctuations in the forecast cal- 
culation or because production can no longer react to changed planning figures. 
The forecast will be fixed for the number of periods entered in this field. 


Number of Periods per Seasonal Cycle 
If your client uses a seasonal forecast model, then this field can be used to define 
the number of periods that make up a season for this material. 


Initialization Indicator 
If the forecast needs to be initialized, this indicator can be set to allow the system 
to initialize the forecast. It also allows manual initialization. 


Tracking Li 
The tracking limit is the value that specifies the amount by which the forecast 
value may deviate from the actual value. This figure can be entered to three dec- 
imal places. 


Model Selection 

This field is only active if there is no value entered for the forecast model. This 
allows the system to select a model automatically. To aid the system in choosing 
a forecast model, the model selection field can be set to one of the following 
three indicators: 

> T—Examine for a Trend 

> S—Examine for Seasonal Fluctuations 


> A—Examine for a Trend and Seasonal Fluctuations 
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Selection Procedure 
The selection procedure field is used when the system is selecting a forecast 
model. There are two selection procedures to choose from: 


> Procedure 1 performs a significance test to find the best seasonal or trend pat- 
tern 


> Procedure 2 carries out the forecast for all models and then selects the model 
with the smallest mean absolute deviation 


Indicator for parameter optimization 
If this indicator is set, then the system will use the smoothing factors for the given 
forecast model. 


Optimization Level 
This indicator can be set to fine, middle or rough. The finer the optimization level, 
the more accurate the forecast, but this comes at the expense of processing time. 


Smoothing Factors 

Some form of random variation is found in a collection of data taken over time, 
that is, in consumption of material over a given period. There are methods for 
reducing or canceling the effect due to random variation. A common technique 
used in forecasting is smoothing. This technique clarifies the underlying trend, 
seasonal, and cyclic elements. 


Four smoothing factors can be used in the forecast profile: 


> Alpha Factor—the smoothing factor for the basic value. 
> Beta Factor—the smoothing factor for the trend value 
> Gamma Factor- the smoothing factor for the seasonal index 


> Delta Factor—the smoothing factor for the mean absolute deviation 


18.3 Forecast Options 


The user can make the forecast model selection manually, or the system can auto- 
matically select the forecast model, using option J in the Forecast Model field in 
the material master record, 
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18.3.1 Manual Forecast Model Selection 


The forecast model selection is often determined manually as companies have 
often been developing forecast models for many years. Large companies have 
departments of analysts working on historical data to fine tune forecasts. Given 
this wealth of analysis, your client may wish to manually determine the forecast 
model. 


48.3.2 Automatic Forecast Model Selection 


If your clients have not developed forecast models in the past, they may wish to 
allow the SAP system to analyze the historical data and determine an appropriate 
forecast model to use. Once this has been selected, the client can use this as a 
starting point and make modifications in the future. 
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Figure 18.4 Settings for Automatic Forecast-Model Selection in Material Master 
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To set the system to automatically determine a forecast model for the material, 
the user must complete two fields in the forecast screen of the material master, as 
seen in Figure 18.4 


Forecast Model 
Earlier in this chapter, we have established that to prompt the system to automat- 
ically select the model, the option J has to be selected in the forecast model field. 


The system has two selection procedures that can aid the system in the selection 
of a forecast model. These are examined below. 


Selection Procedure 1 

Selection procedure 1 carries out checks to see if a trend or seasonal pattern exists 
in the historical data. The system checks for a trend pattern by completing a 
regression analysis on the data and then checks for a trend. To check for a sea- 
sonal pattern, the system dismisses any trend pattern and then carries out an 
autocorrelation test. 


Selection Procedure 2 

The second procedure is a more detailed analysis of the data at different levels of 
the smoothing factors to determine the most appropriate model based on the 
lowest mean absolute deviation. 


!f neither of these procedures finds an appropriate forecast model to use, the sys- 
tem will propose a constant forecast model, which may not be suitable for your 
clients, and this should be drawn to their attention. The constant forecast model 
would continue to forecast amounts that are the same over time. This forecast 
model is used for materials where consumption does not vary from period to 
period. 


This chapter discussed the forecasting methods available in SAP. Forecasting is 
important to companies as it can help determine how much material needs to be 
produced, how much material is needed and when the product needs to be mar- 
keted. However, for a forecast to be close to being accurate, the forecast must be 
run with complete and verified data. 
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19 Inventory Management Overview 


The processes supported by the SAP Inventory Management function- 
ality allows a company to meet customer needs for the availability of 
material, while maximizing the company's profits and minimizing its 
costs. 


Management is under constant pressure to reduce the time between customer 
order and customer delivery. A customer will use order-to-delivery time as a fac- 
tor in deciding on a vendor. Therefore companies must use effective inventory 
management processes to reduce this time to a minimum. Companies are re- 
engineering the order to delivery process. Improvements can be made by doing 
the following: 


> Improving the EDI process with customers and vendors 

> Increasing the single sourcing of materials 

> Increasing the level of just-in-time (JIT) inventory 

> Reduce dependence on long-term forecasts for stocking levels 

> Using real-time reports and inventory figures 

Inventory management within SAP gives the client an effective set of processes 
for all types of goods movement within the plant. The streamlining plant pro- 


cesses can help companies compress order-to-delivery time, decrease costs, 
reduce inventory and improve customer service. 


The inventory in the plant is managed by quantity or value. The inventory move- 
ments are entered in real time, and a snapshot can be taken at any given moment 
to inform the inventory user of any material status. 


This snapshot, see Figure 19.1, is called the Stock Overview transaction (MMBE) 
and can be found using the navigation path SAP Menu - Logistics - Materials 
Management + Inventory Management - Environment - Stock - Stock Over- 
view. 


The stock overview will give the material stock balance across the company, plant, 
storage location, and batch. 
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Figure 194 Selection Screen for Stock Overview Transaction MMBE. 


19.1 Goods Movements 


The inventory-management processes within SAP are, in essence, movements 
inside the plant that can create a change in stock levels within the storage loca- 
tions designated to that plant. The movement of stock is either inbound from a 
vendor, outbound to a customer, a stock transfer between plants, or an internal 
transfer within a plant. 


For every goods movement, the SAP system can create two types of documents: a 
material document and an accounting document. The SAP system follows the 
accounting principle that for every material movement there is a corresponding 
document that provides details of that movement. In addition, an accounting doc- 
ument is produced that describes the financial aspects of the goods movement. 
However, the accounting document is only relevant if the material is valuated 


19.1.1 Material Document 


The material document is produced for each movement and is an audit of the 
details of the material movement. The material document contains the date of the 
material movement, the material number, and the quantity of the material 
moved, the location of the movement, the batch number if applicable, and the 
movement type 
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The material document number is displayed after any material movement is 
made, (see Figure 19.2); it is the user's audit that the movement was made. The 
inventory user then can view the material document to check the details of the 
movement. 


View the material document by using the transaction MBO3 or using the naviga- 
tion path SAP Menu - Logistics - Materials Management - Inventory Manage- 
ment - Material Document - Display. 
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Figure 19.2 Detail of Material Document Using Transaction MBO3 


Changes cannot be made to the material document once it has been posted. If an 
error was made on the material movement, the material document cannot be 
changed to alter the material movement. If an error was made, then the material 
movement will have to be reversed and the movement correctly entered. This will 
produce a material document for the reversal and then a new material document 
for the correct movement. 


19.1.2, Movement Types 


The movement type is a three-character field, used to describe the type of mate- 
rial movement that needs to be performed. The movement type is used for all 
type of movements; receipts, issues, transfers, reversals. 


The SAP system is delivered with pre-defined movement types between 100 and 
899. Movement types 900 upwards can be used for customized movement types. 


A movement type can be created with transaction OMJ or via the path IMG - 
Materials Management - Inventory Management and Physical Inventory - 
Movement Types - Copy, Change Movement Types. 
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Copying an existing movement type and modifying the field contents can create 
the new movement type 
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Figure 19.3. Creation of New Movement Type Using Transaction OMWJ 


The new movement type number is entered and the field details from the existing 
movement type are copied across, as shown in Figure 19.3. The inventory user 
can then change the contents of the new movement type to create the desired 
effect of the new movement type. 
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Figure 19.4 Field Contents of New Movement Type to be Configured 


Existing movement types can be modified to restrict or allow certain functionality 
to be allowed. For instance, reasons may be required for certain movement types 


Inventory Management Overview 


and this would require configuration of the Control Reason field as seen in Figure 
19.4. The control-reason field is defaulted as optional, but this can be configured 
so it can be required for any movement type. 


Overall the movement type is a key to the inventory management process as it 
controls the updating of the quantity of the stock, determines what fields are dis- 
played and required for entry and also can update the correct account informa- 
tion, 


19.2 Goods Issue 


A goods issue is a reduction of stock triggered by one of the following: 


> Shipment to a customer 

> Withdrawal of stock for a production order 
> Return of material 

> Material required for sampling 

> Material scraping 


The movement types identify the various goods issues. Goods Issues will be dis- 
cussed more fully in Chapter 20. 


19.3 Goods Receipt 


The goods receipt process allows the receipt of material from a vendor or from 
the in-house production process. In addition, SAP allows other types of goods 
receipt, including initial stock creation. A goods receipt is an increase in stock that 
is triggered by one of the following 

> Receipt from a production order 

> Receipt from a purchase order 

> Initial Entry of Inventory 

> Other triggers 


Goods receipts will be discussed more fully in Chapter 21. 


19.4. Physical Inventory 


Physical inventory is a process where a company stops all goods movements 
transactions, and physically counts inventory. A physical inventory may be 
required by financial accounting rules or tax regulations to place an accurate value 
on the inventory. Other reasons may include the need to count inventory so 
materials can be restocked. 
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Cycle counting is a type of physical inventory. Cycle counts have the advantage 
that they are less disruptive to operations, provide an ongoing measure of inven- 
tory accuracy, and can be configured to focus on higher value materials or mate- 
rials with frequent movement. Physical Inventory will be discussed more fully in 
Chapter 22 


19.5 Returns 


19.5.1 Introduction to Returns 


Returns are sometimes referred to as reverse logistics. These cover activities 
related to returning materials, pallets, and containers. Companies also return 
material to vendors for disposal or recycling. Returns to a vendor may also be 
related to a product recall notice. 


Before any material can be returned to the vendor, the agreement between the 
customer and vendor with regards to returns should be examined. The agreement 
is either part of an overall agreement between the two companies or specifically 
for the individual material or group of materials. 


The returns clause will usually determine the valid reasons that allow material to 
be returned to the vendor. These will include an obvious material defect; incor- 
rect material received, over-delivery of material, and returnable packaging mate- 
tial. The process may involve the customer obtaining a Return Material Authori- 
zation (RMA) number from the vendor. This will allow the vendor and customer 
to successfully track the return. 


Material to be returned to the vendor does not need to be in a special status. 
Material returns can be from stock in quality inspection, blocked stock, goods- 
receipt blocked stock, even unrestricted stock, 


19.5.2 Creating a Return 


The returns process is the reverse of the goods receipt process. A return delivery 
is created by the transaction MIGO_GR, which is the same transaction for the 
goods receipt of materials. The transaction can be found using the path SAP 
Menu - Logistics - Materials Management « Inventory Management +» Goods 
Movement « Goods Receipt - For Purchase Order » Good Receipt for Purchase 
Order. 
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Figure 19.5 Return-material Document Created via Transaction MIGO_GR 


The return delivery, shown in Figure 19.5, obtains the information from the mate- 
rial document created from the original goods receipt for the purchase order. 


The information from the material document shows the vendor, the vendor's 
delivery-note number, and the item details. The line item details show the move- 
ment type for the return delivery, which is 122, and what status the material, is in, 
either unrestricted, quality inspection, or blocked stock. The inventory user can 
alter the quantity of the material to be returned and also can enter a reason for 
the return, if this is configured 


19.5.3 Configuring Reason for Movement 


The reason for the return can be entered into the return process on the line item 
level. The reason can only be added if it is configured for that movement type, in 
this case movement type 122. 
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The transaction to create and change reason for movement is OMBS and can be 
accessed via the navigation path IMG - Materials Management - Inventory Man- 
agement and Physical Inventory - Movement Types - Record Reason for Goods 
Movements. 


The transaction allows a number of reasons to be added for goods movement for 
each movement type. 
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Figure 19.6 Transaction OMBS 


The inventory user can add in a number of reasons for return of goods and this 
field can be used to monitor returns to vendors, as shown in Figure 19.6. This 
allows the purchasing department to identify issues with vendors or particular 
materials. 


The reason for movement field can be configured to be suppressed, optional, or 
mandatory. This can be seen in Figure 19.7. This can be carried out in the same 
configuration transaction, OMBS. There are three options to choose from for each 
movement type. The inventory user can use a plus sign to represent that the field 
is mandatory and a minus sign to indicate that the field is suppressed. A blank 
field indicates that a reason is optional. 
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™ Change View “Control: Reason for Movement”: Overview 
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Figure 19.7 Control of Reason-for-Movement Field in Transaction OMBS 


19.5.4 Material Documents 


Once the reason for movement has been chosen and the return is posted, the SAP 
system will produce a material document to provide a trail of what happened. 


The material document will show the material, quantity, and the original purchase 
order for the material, as shown in Figure 19.8. The material document can be 
identified as a return to a vendor, as the movement type 122 is shown at the line 
item. The material document can be found using transaction MBO3. 
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Figure 19.8 Material Document for Return to Vendor 
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The material documents relevant for goods receipt and return delivery can be 
seen by selecting the relevant line item and from the top menu on the screen 
select Environment - Material Document for Material. This is shown in Figure 
19.9. 
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Figure 19.9 Path to Material Documents Inside Transaction MBO3 


This moves the inventory user into transaction MB51 with the particular material 
and vendor information carried over from the material documents. The detail 
screen of MB51 shows all the material documents relevant for the material/ven- 
dor combination. In this case, see Figure 19.10. There are four material docu- 
ments: two goods receipts for the amounts 7 Ibs and 8 Ibs, shown by movement 
type 101, and two returns to vendor, shown by movement type 122 also for 
amounts of 7lbs and 8lbs. The latter are shown as minus figures as they are reduc- 
ing the inventory. 
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Figure 19.10 Material Documents Relevant for Particular Material and Vendor Combination 
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19.6 Reservations 


19.6.1 Introduction to Reservations 


A reservation is a request to hold material in the plant or storage location for 
movement to a process before that process begins. For example, if material is 
needed for a production order, then a reservation can be created for that material 
so that it is allocated for production. 


Automatic reservations can be created by a process such as project or a produc- 
tion order that creates a reservation for the material without manual intervention. 
Automatic reservations can also be created at the storage-location level in situa- 
tions when stock levels fall below the specified amount and a reservation for a 
stock transfer can be created 


After a reservation has been created, the reserved amount can be viewed using 
the stock overview transaction MMBE. This will show the reserved quantity for 
the material. However, the unrestricted stock total will not be reduced by the 
reserved stock amount. The reserved stock is still part of the unrestricted stock. 


The reservation is treated differently within MRP. The reservation of material will 
lower the MRP available stock in the stock-requirements list. Therefore, it is 
important to realize the effect the reservation has on different parts of the system. 


19.6.2 Creating a Manual Reservation 


A manual reservation can be created using transaction MB21, or via the naviga- 
tion path SAP Menu - Logistics - Materials Management - Inventory Manage- 
ment - Reservation - Create 


The reservation is a planned movement, so the date of the reservation cannot be 
in the past. Before creating a reservation, it should be decided what movement 
type should be referenced, because once the reservation is created, the move- 
ment type cannot be changed. However, the reservation can be deleted and re- 
entered if the movement type was initially entered incorrectly. 


The reservation line item has detailed information on the item that the reserva- 
tion is created for, as shown in Figure 19.11. 
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Figure 1911 Detail Line for a Reservation Created Using Transaction MB21 


Movement Type 

The movement type that is entered is decided upon before the reservation is 
entered, as it cannot be changed. There are a number of movement types to 
choose from. These are: 


> Consumption; such as consumption by a cost center, network, sales order 
> Transfer posting; such as plant to plant or storage location to storage location 


> Goods receipts; such as from production, by-product or without purchase 
order 


Requirements Date 
This is the date of the planned movement. This cannot be a date in the past and 
should be as accurate as possible, as this date is relevant to MRP. 


Requirements Quantity 
Enter a quantity that is the most accurate at the time the reservation is made. This 
quantity can be fixed by setting an indicator on the item detail screen. 


Movement Indicator 

The movement indicator is defaulted to be always on, allowing a goods move- 
ment to take place for the entered reservation, However, if the inventory user 
does not want to allow the goods movement to take place until a future period, 
he or she can uncheck this indicator, thus disallowing any goods movement. 
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Fl Indicator 

The Final Issue, or Fl, indicator is automatically set when there has been a goods 
movement or a number of goods movements that have fulfilled the reservation. If 
the inventory user decides that after a partial goods movement the reservation 
cannot or should not be completed, he or she can manually set the Fl indicator. 


Deletion Indicator 
The deletion indicator is used when the inventory user has decided that the res- 
ervation line item is incorrect or no longer needed 


Debit/Credit Indicator 
This indicator shows whether the line item is a credit or debit. An H indicates a 
credit; an S indicates a debit. 


19.6.3 MRP and Reservations 


The reservation is relevant to MRP, and when MRP is run the reservation will be 
seen on the MRP list for that material. 


Transaction MDO5 can be used to view the MRP list for a material. The transaction 
can also be found using path SAP Menu - Logistics - Materials Management - 
Material Requirements Planning - MRP - Evaluations - MRP List— Material. 
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Figure 19.42 MRP List for Material 
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The line items in Figure 19.12 show the manual reservations with their date of 
expected delivery as available quantity on that date. The other line items refer to 
future purchase orders that need to be placed. 


19.6.4. Reservations Management Program 


The reservations that are created need to be managed to control old and unnec- 
essary reservations. The transaction to perform this is MBVR. This can be accessed 
via SAP Menu - Logistics - Materials Management - Inventory Management - 
Reservation + Administer. 


The reservation-management program will allow the inventory user to set the 
deletion indicator on the reservation file based on user entered selection criteria, 
as shown in Figure 19.13. 


The main reason this management program is needed is that many goods move- 
ments do not reference the reservation that was made for that movement. In such 
cases the material has already been received or consumed, but the reservation 
will remain in the system until the management program cleans up these unnec- 
essary reservations. 
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Figure 19.43 Selection Screen for Transaction MBVR 
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The management program will set the deletion indicator for two scenarios: 


> If the final indicator has been set on the reservation, indicating that the reser- 
vation has been satisfied 


> If the requirement date of the reservation is prior to a date calculated by the 
system. The system calculates the date using the base date entered in transac- 
tion MBVR, minus a set number of retention days. The usual number of the 
retention days set for this transaction is 30. However, this can be changed to 
the customer's needs in configuration. 


To change the number of retention days for the reservation-management pro- 
gram, changes need to be made in configuration. Transaction OMBN allows the 
configurator to change the retention days for the calculation, as shown in Figure 
19.14. This transaction can be found via the path IMG - Materials Management 
- Inventory Management and Physical Inventory + Reservation - Define Default 
Values. 
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Figure 1914 Configuration Transaction OMBN 


The inventory user can change a number of defaults for the reservation, based on 
the plant. 


Movement Indicator 

If the movement indicator is set, then this specifies that goods movements are 
allowed for the reservation item. If the indicator is not set, then this indicator 
needs to be set manually in each reservation line item before a goods movement 
can take place. 
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Days for Movement Default Value 

This field is used when the movement indicator is not set in configuration. The 
reservation-management program uses this value to set the indicator on in the 
reservation line item, if it has not already manually been set. 


If the requirement date of a reservation item is further in the future than the num- 
ber of days configured in this field, the goods movement indicator is not set and 
no goods movements are allowed for that item. 


Retention Period in Days 

The inventory user can enter a value for the retention period, which is the number 
of days that the reservation item resides in the system before being deleted by the 
reservation-management program. 


If the required date of a reservation item is older than the current date minus the 
number of retention days, the reservation-management program sets the deletion 
indicator in the reservation item. 


MRA Indicator 

If this indicator is set, the storage location information is created automatically, 
based on the information from the reservation, when the goods movement is 
made. 


19.7 Stock Transfers 


19.7.1 Stock Transfer and Transfer Posting 


A stock transfer can occur physically, for example by moving material from one 
storage location to another, or logically, moving stock from quality inspection sta- 
tus to unrestricted. Stock transfer normally refers to a physical move, while trans- 
fer posting usually describes the logical move. 


A stock transfer occurs in three distinct ways: 


> Storage location to storage location 
> Plant to plant 


> Company code to company code 
Astock transfer can be performed by a: 


> One-step procedure 


> Two-step procedure 
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19.7.2 Transfer Between Storage Locations 


Movement of material between storage locations in a plant arises because of nor- 
mal everyday operations. Material is moved due to storage limitations, future 
needs, reclassification of stock, etc. The movement of material between storage 
locations does not create a financial record as the material is valuated the same 
within a plant. The movement can be carried out by either a one-step or two-step 
procedure. 


One-Step Procedure 

This is a straightforward procedure where the material is moved in one step 
between storage locations. The stock levels in the different storage locations are 
changed in relation to the amount entered in the transaction. 


The one-step storage location to storage location transfer is achieved by using 
transaction MB1B and can be found via the navigation path SAP Menu - Logistics 
+ Materials Management - Inventory Management - Goods Movement « Trans- 
fer Posting. 


‘nter Transfer Posting: Initial Screen 
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Figure 19.45 Initial Screen for Transaction MB1B 


The movement type entered on the initial screen, shown in Figure 19.15, is 311, 
which is the movement type for a one-step move between storage locations. 
However, if the material to be moved is a special stock, then the special-stock 
indicator will need to be entered, as well, as the movement type. 
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Subsequent to a 311 movement, there is the possibility of reversing this move- 
ment by using the reverse movement type 312. This should be used if an error has 
been made. 
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Figure 1916 Line item for Transaction MB1B 


On the item-detail screen for transaction MB1B, see Figure 19.16, the receiving 
storage location and the material to move should be entered with the relevant 
quantity and batch number, if applicable. 


Two Step Procedure 

The two-step transfer between storage locations is used where the materials are 
actually in transit, i.e. not stored in a physical or logical location. This situation 
occurs in the plant where material must be moved out of a storage location, but 
where it is not possible to store the material in the receiving storage location until 
a later time. However, the only material that can be moved using the two-step 
procedure is unrestricted stock. 


The two-step procedure uses the same transaction as a one-step transfer, MB1B. 
In this case there are two movements to be made, a stock removal and a stock 
placement. The first movement is with movement type 313, which removes the 
material from one storage location and then the second movement is with move- 
ment type 315, which places the material into the receiving storage location. 


Since the movement of material between storage locations is not instant, as with 
the one-step procedure, the materials are in different stock statuses as the move- 
ment progresses. 


The movement type 313 produces the following: 
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> Originating Storage Location Unrestricted stock level is reduced 
> Receiving Storage Location Stock in Transit stock level is increased 
> Plant Unrestricted stock level is reduced 


> Plant Unrestricted Stock in Transit stock level is increased 
The movement type 315 produces the following: 


» Receiving Storage Location Stock in Transit stock level is reduced 
> Receiving Storage Location Unrestricted stock level is increased 
> Plant Unrestricted stock level is increased 


> Plant Unrestricted Stock in Transit stock level is reduced 


19.7.3 Transfer Between Plants 


Movement of material between plants occurs where material is moved to replen- 
ish stock levels, to deliver material from a production site to a distribution center, 
or move obsolete or slow moving stock, among other reasons. 


Movements between plants can use a one-step or two-step procedure as with 
storage locations, but there will be a financial element in this transaction. Trans- 
action MB1B is used for the plant-to-plant transfer of material. 


One-Step Procedure 

The one-step plant to plant transfer is similar to the one-step storage location 
transfer with the movement type 301 used for plant transfers. In this case the 
receiving plant and storage location are required by the transaction. 
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Figure 1917 Detail item line for Transaction MB1B 
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In the case of the one-step transfer, as seen in Figure 19.17, the stock is reduced 
in the supplying plant and increased at the receiving plant simultaneously. Both 
material and accounting documents are produced by the system. 


Two-Step Procedure 

In the case of the two-step procedure the material is removed from the supplying 
plant and placed in the receiving plant. In the same method as with storage loca- 
tions, this requires two movement types; 303 to remove the material from the 
supplying plant and 305 to place that material into the receiving plant. 


When the movement type 303 is posted, the stock is reduced at the supplying 
plant and placed in the receiving plant's stock in transit. Once the material is 
received and placed into stock at the receiving plant using movement type 305, 
the material moves from stock in transit to unrestricted stock. 


19.7.4 Transfer between Company Codes 


The company code transfer is functionally the same as a plant-to-plant transfer. 
Material is moved between different plants. The differences being that the plants 
belong to different company codes. Additional account documents are produced 
for either a one-step or two-step procedure. 


There is an accounting document for each of the plant movements. In addition an 
accounting document is created for the stock posting in the company clearing 
accounts. 


In this chapter, the inventory management functionality was introduced. Tradi- 
tional goods movements, such as issues and receipts will be discussed in detail in 
later chapters. However, it is important for the materials management user to 
understand returns, reservations and stock transfers. Returns are a part of every- 
day life at a company. Often material is delivered that cannot be used by the cli- 
ent. Knowing your clients return process is important when decisions are being 
made as regards the material. In addition to returns, reservations can be very 
important to a manufacturing company and how and when reservations are used 
at your client should be understood. Stock transfers occur regularly and the deci- 
sion of whether to use one or two-step transfers should be made early in an 
implementation. 


In Chapter 20, goods issue will be discussed with an emphasis on how it is used 
in production and for other production related operations. 
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20 Goods Issue 


A goods issue decreases the stock levels and makes a financial posting 
to reduce the value of the stock. This occurs when the materials are 
issued. A goods issue process results in material and accounting docu- 
ments being created in SAP. 


The goods issues for material movements include issues to production orders, 
sampling, scrapping, and internal goods issues. For all of these goods issues, 
financial and material documents are created. 


20.1 Goods Issue to a Production Order 


The production order requires materials, which are identified in the bill of mate- 
rials, in order to complete production of finished goods. The materials require- 
ments planning (MRP) process plans the order and ensures the correct materials 
are available, and the materials management process supplies material to the 
order through a goods issue. 


Apart from the planned issue of material to a production order, the material can 
be issued to a production order by an unplanned issue and also by a process 
known as backflushing. 


20.1.1 Planned Goods Issue 


When a production order is planned the system can produce a reservation for the 
material. The goods issue to the production order can reference a reservation if 
applicable. 


A goods issue can be created by using transaction MB1A. This is found via the 
navigation path SAP Menu - Logistics - Materials Management « Inventory 
Management - Goods Movement - Goods Issue. 


The goods issue initial screen, shown in Figure 20.1, requires that the inventory 
user enter a movement type. For goods issue of materials to a production order, 
the 261movement type is used. 
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Enter Goods Issue: Initial Screen 
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Figure 204 Initial Screen for Goods Issue Transaction MB1A 


The goods issue to a production order requires the inventory user to enter the 
production order number, as well as, the material number and quantity. 


Enter Goods Issue: Collective Processing 


Goods Issue Edit Goto Movement Type Environment System Help 
ei  sJajeee 


jo QB ToReservation.. To Order. 


Movement ype 261 GI fot oder 

Business Area 99080 

Cost Center 

Order 60063177 

Ttems ae === 

Item Material ‘Quantity UnE SLoc Batch Re Plnt | 

icp_199 [a Le [ooor sooo 
2 j 0001 3000 
3 6001 [3008 


Figure 20.2 Detail Line Item Screen for Goods Issue Transaction MB1A 


Once all the line items have been entered for the goods issue, as shown in figure 
20.2, the transaction can be posted, producing a material and an accounting doc- 
ument. 
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20.1.2 Unplanned Goods Issue 


It often becomes necessary to issue additional material to a production order that 
is unplanned. For instance, if a production order requires 100 Kg of raw plastic 
pellets and was goods issued 100 Kg, then a unplanned issue would be if the pro- 
duction supervisor asked the inventory department for an addition 40 kg to be 
issued to that production order. There are many reasons why this would occur, 
including damage to the original material issued, or problems with the production 
process. In such cases, additional material will need to be issued on an unplanned 
basis. 


If the inventory user has information on the production order and the material 
needed, the goods issue can be created with reference to the bill of materials. 


The inventory user can enter the header information as usual for the goods issue, 
but once the relevant movement type is entered, i.e. movement type 261, the 
inventory user should access the header menu Goods Issue - Create with Refer- 
ence « To BOM. 
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Figure 20.3 Information Required to Issue Unplanned Material to BOM 


Once the information is entered for the bill of materials, as shown in Figure 20.3, 
the inventory user can adopt the information from the BOM for the goods issue. 
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20.1.3 Backflushing 


Backflushing is a process that occurs after production has taken place. Materials 
used in the production order are not consumed in the system until the production 
is posted against the operation in the routing. The backflushing procedure will 
then process the production order using the sum of the finished products and 
scrap quantity to recalculate the materials required. The inventory user then will 
issue all the materials as one transaction, as would have done initially in a normal 
goods issue to a production order. At this time, there is the option of changing 
individual material quantities and adding individual scrap quantities to detail 
lines. As an example we can look at the production order from section 20.1.2, that 
requires 100 Kg of raw plastic pellets. If the production order was not issued the 
100 Kg, but the production order was backflushed then the backflush would have 
one issue of 140 kg and an added scrap line item of 40 Kg. 


Backflushing occurs when either the material, production work center, or routing 
has been flagged as relevant for backflushing and this designation is copied to the 
production order (see Figure 20.4). The material can be flagged for backflushing 
by setting an indictor on the material master record. The backflushing indicator 
can be found in the MRP area of the material master record. 
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Figure 20.4 Backflushing Indicator on the Material Master Record 


Backflushing can be very useful to production operations as it gives significant 
benefits over the normal goods issue procedure, for certain production situations: 
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> Ifa production process has a long operation time, such as days or weeks, then 
it may not be beneficial to the company to move material out of stock and 
issue to a production order, given that the material will not be recorded as con- 
sumed for a long period of time. With backflushing, this material will remain in 
stock until the operation is complete. 

> Where a production operation involves a lot of scrap material, a complicated 
issuing process may ensue in which the inventory user will not know exactly 
how much material to issue. It is simplier to use backflushing to calculate the 
used material on the basis of finished product plus scrap quantity. 

> Bulk materials make exact issuing very difficult, and backflushing allows a sim- 
plification of the issuing process. It is easier to allow the system to backflush 
the correct quantity after the operation. 


20.2 Goods Issue to Scrap 


Scrap material can be defined in any way that a company decides. A material that 
is scrap for one company may be not be scrap for another. The most useful gen- 
eral definition is that a material can be defined as scrap when it is no longer of any 
use or value to a company. 


Scrap material can be: 


> Material that has exceeded its expiry date 
> Material that is no longer in tolerance with respect to quality 
> Material that is unusable due to the production process 


> Material that is damaged in the warehouse 


Material that has been identified as scrap material needs to be removed from 
stock and the value reduced. To perform the scrapping of material, the inventory 
user can perform a goods issue with the relevant movement type for scrapping. 


Material to be scrapped can be either in unrestricted stock, quality inspection 
stock, or blocked stock, Depending on the company and the scrapping procedure 
it uses, the material can be located in any of the three areas. 


The transaction MB1A should be used for the goods issue with movement type 
551, as shown in Figure 20.5. The scrapping of material reduces the inventory by 
the quantity entered in MB1A. The transaction also has an accounting element 
that will post the value of the stock to a scrapping account and post any scrapping 
costs to a cost center that is entered in the scrapping transaction. In many com- 
panies, the inventory user has to enter a reason for movement and the configura- 
tion has been set to allow for this. Scrapping material can be very costly and com- 
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panies are always trying to reduce the level of scrap and find ways to stop 
scrapping material if at all possible. 
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Figure 20.5 Line litem to be Scrapped and Relevant Cost Center for Scrapping Costs 


20.3 Goods Issue for Sampling 


Companies take samples of material in conjunction with testing for quality. 
Chemical materials can be safe to use within a range of certain tolerances. If the 
material changes its chemical make-up over time, e.g., then the company needs 
to know that information. To monitor the material, the company would instruct 
the quality department to test samples of the material in stock. In the majority of 
cases, a sample of the material is tested. 


To test a sample it must be removed from stock. A goods issue is performed to 
issue some material for sampling. The sample can be taken from material in unre- 
stricted, quality, or blocked stock. 


Sending material for sampling reduces the inventory by the quantity entered in 
MB1A, as shown in Figure 20.6. The transaction has an accounting element that 
will post the value of the stock to a sampling account. It will post any costs 
involved in sampling, such as external testing labs or procedures, to a cost center 
that is entered in the sample transaction. 
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Figure 20.6 Line Item to be Issued as Sample in Transaction MBIA 


20.4 Goods Issue Posting 
When a goods issue is posted, e.g., to a production order, the system produces 


accounting and material documents, updates tables, and can trigger events in 
other modules. 


20.4.1 Material Document 


The material document is the audit document that describes the movements of 
the material entered in the goods issue. The material document is created during 
the posting of the goods issue and can be displayed using transaction MBO3. 


20.4.2 Accounting Document 


The accounting document is created in parallel with the material document dur- 
ing the posting of the goods issue, The accounting document describes the finan- 
cial movements associated with the material issue. The accounting document can 
be accessed from the material document transaction MBO3. 


20.4.3 Goods Issue Slip 


The goods issue slip is a printed document that can be used by the warehouse to 
find the material and provide a physical record that the material has been picked 
for goods issue. The goods issue slip can be described as an IM version of a WM 
picking ticket. 

The goods issue slip selection is made from the initial screen of a goods issue, 
which can be seen in Figure 20.7. 
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Figure 20.7 Goods |ssue Reversal with Reference to Material Document, 


There are three goods issue slip printed versions that can be selected in transac- 
tion MB1A: 


> Individual slip. An individual goods issue slip is printed for each of the material 
document items 


> Individual slip with inspection text. One goods issue slip is printed per material 
document item, but will include any quality inspection text that is contained in 
the material master record. 


> Collective slip. This goods issue slip containing all of the items 


The goods issue slip has three printed versions defined within SAP. These are 
WA01, WAO2, and WAO3. These can be modified to include the information rel- 
evant for the issuing procedure of each company. 


20.4.4 Stock Changes 


When a goods issue is posted, the relevant stock levels will change. The stock 
level will be reduced for a goods issue and increased for a goods issue reversal. 
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20.4.5 General Ledger Account Changes 


As part of the goods issue process, the accounting module posts updates to the 
general ledger material accounts. When the goods issue posts, the material is val- 
uated at the current price, whether the material is valuated at a standard price or 
at a moving average price. Therefore the goods issue process reduces the total 
value and the total quantity in relation to the price, but the price of the material 
does not change as a result. 


20.5 Goods Issue Reversal 


When material is issued to a production order, it is issued because it will be part 
of the bill of materials for the item that is being produced. The bill of materials is 
a list of materials with quantities that go into producing the finished item. Items 
on the bill of materials are goods issued to the production order. 


In some industries, the exact issued amount will be consumed in production, e.g., 
in assembly operations. In other industries, such as chemicals, the exact amount 
of the end product is variable and therefore so is the amount of material con- 
sumed. If there is a goods issue to the production order for 500 Kg of a material 
and only 300 Kg were consumed, the remaining 200 Kg can be returned to stock. 
The inventory user will issue the material back to stock by performing a goods 
issue reversal. 


The reversal can be entered with reference to either the material document, cre- 
ated on the initial goods issue, or with reference to a reservation that was made 
to reserve the stock for the production order. 


20.5.1 Goods Issue Reversal with Reference to a Material 
Document 


The reversal for a good issue can be made with reference to a material document. 
In a goods issue reversal transaction MB1A will be accessed, as saw earlier in Fig- 
ure 20.7. The inventory user does not need to enter the movement type relevant 
to the process he or she is trying to reverse. The material document can be refer- 
enced by accessing the header menu and by following the path Goods Issue - 
Cancel.w reference + To Mat. Document. 


Once the material document has been entered, the detail screen will be the next 
to display (Figure 20.8), and the details of the material to be reversed can be 
added. 
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Figure 20.8 Detail Screen for Goods Issue Reversal with Reference to Material Document 


20.5.2 Goods Issue Reversal with Reference to a Reservation 


In addition to making a reversal against a material document, one can make a 
reversal against a reservation. This reversal also uses transaction MB1A, as shown 
in Figure 20.9. The reservation can be referenced by accessing the header menu 
and following the path Goods Issue - Cancel w. reference - To reservation. 
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Figure 20.9 Goods Issue Reversal with Reference to Reservation 
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21 Goods Receipt 


A goods receipt transaction is used to receive material via a purchase 
order or an in-house production order. The goods receipt process can 
be simple or complex depending on the nature of the material being 
received. 


Goods receipts are mainly used for receipt of stock from an external vendor via a 
purchase order (PO) or receipt of material from in-house production via a produc- 
tion order. Goods receipts are also used as the movement that initially creates 
inventory in the system and enters materials that were received without a pur- 
chase order. A goods receipt is important to a company as it moves the material 
into stock, updating the stock levels and allowing production to occur. 


Every company has its own procedures for the receipt of material, and these have 
to be considered when using the goods receipt functionality in SAP. If the material 
is received into stock, either unrestricted or quality, the value of the material is 
posted to the plant accounts. That means that the company has spent money to 
have that material in the plant. Minimizing the length of time that materials spend 
in the goods receipt process saves the company money. 


21.1 Goods Receipt for a Purchase Order 


A goods receipt can be defined as a company's formal acceptance that materials 
were received from a vendor against a purchase order. Once the material is 
received and the transaction completed, the value of the material is posted to the 
general ledger. 


21.1.1 Goods Receipt Where Purchase Order Number is Known 


The goods receipt transaction is accessed through transaction MIGO. The transac- 
tion can be used whether the purchase order is known or unknown, The transac- 
tion can be accessed via the path SAP Menu - Logistics - Materials Management 
+ Inventory Management - Goods Receipt - For Purchase Order - PO Number 
Known. 


In the initial entry screen for the MIGO transaction, as shown in Figure 21.1, the 
Purchase Order number, if known should be entered. The information from the 
purchase order will be transposed to the goods receipt MIGO transaction, where 
the purchase order details can be checked and amended if necessary. 
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Figure 212 Detail Screen for Goods Receipt with Information from Purchase Order Displayed 
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Once the purchase order information has been transposed to the MIGO transac- 
tion, changes can be made to the delivery quantity if needed, as seen in Figure 
21.2. If the delivery note from the vendor shows an amount different from that on 
the PO, then this can be entered into the goods receipt along with the actual 
amount delivered. 


Once all the relevant information for the goods receipt has been entered, the 
goods receipt can be posted. 


21.1.2. Goods Receipt Where Purchase Order Number is Unknown 


On rare occasions material arrives from a vendor and the purchase order is not 
known because it does not appear on the documents from the vendor and no 
suitable purchase order number can be found in SAP. This may be due to a delay 
in entering the purchase order in SAP or it can be because of an error by the ven- 
dor where the material was never ordered. In any case, the company needs a pro- 
cedure for handling these cases. 


Some companies will not accept material without a purchase order on the docu- 
ments or for which no suitable purchase order can be found in SAP. In this case, 
the material will be refused and the delivery not accepted. Other companies will 
accept delivery of the materials and keep the material in quality or blocked stock 
until the situation is resolved. In this case the material will need to be received 
and there is a movement type in SAP to perform this task. 


The goods receipt for receiving material without a purchase order number uses 
the same goods receipt transaction MIGO. The information required for this 
transaction is minimal, as there are no details available from a relevant purchase 
order. The material and quantity information should be entered as well as storage 
location information. 


Once all the relevant information has been entered, the goods receipt can be 
posted (see Figure 21.3) and the material will be part of the plant stock unless it 
is receipted into Goods Receipt Blocked Stock. 
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Figure 21.3 Goods Receipt Transaction for Receiving Material Without Purchase Order 


21.1.3. Goods Receipt Posting 


Once the goods receipt has been posted, a series of events are triggered. 


Material Document 

The material document is the audit that describes the movements of the material 
of entered in the goods receipt. The material document is created during the 
posting of the goods receipt and can be displayed using transaction MBO3. 


Accounting Document 

The accounting document is created in parallel with the material document dur- 
ing the posting of the goods receipt. The accounting document describes the 
financial movements associated with material receipt. The accounting document 
can be accessed from the material document transaction MBO3. 


Goods Receipt Note 


The goods receipt note is a printed document that can be used by the warehouse 
to store the material in the correct location. 


Three goods receipt note printed versions can be selected in transaction MIGO: 
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> Individual GRN: An individual goods receipt note is printed for each of the 
material document items 

> Individual GRN: With inspection text. One goods receipt note is printed per 
material document item, but will include any quality- inspection text that is 
contained in the material master record. 


> Collective slip: This goods receipt note containing all of the items 


The goods receipt note has three printed versions defined within SAP. These are 
WEO01, WEO2, and WEO3. These can be modified to include the information rel- 
evant for the issuing procedure of each company. 


Stock Changes 

When a goods receipt is posted, the relevant stock levels will change. The stock 
level will be increased for a goods receipt and decreased for a goods receipt rever- 
sal. A goods receipt reversal may occur if the material was found to be defective 
or failed quality inspection. If this occurs, the inventory control department may 
decide to reverse the goods receipt so the material will de deducted from the 
plant stock level. 


21.2 Goods Receipt for a Production Order 


If yours is a manufacturing company then you will need to perform goods receipts 
for production orders to receive the finished goods into stock for use or sale. 


The production order quantity can be receipted into stock by using the goods 
receipt transaction for orders, MIGO_GO or via SAP Menu - Logistics - Materials 
Management - Inventory Management - Goods Receipt - GR for Order. 


The inventory user will be required to enter the appropriate production order 
number, which is found on the documents supplied from the production facility, 
as shown in figure 21.4. 


Once the production order is entered, the material information is transposed to 
the goods receipt. The quantity of the finished material can be entered into the 
goods receipt if it varies from that on the production order. 
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Figure 21.4 Initial Screen for a Goods Receipt from Production Order 


Once the goods receipt is posted, the production order is determined to be fully 
delivered or partially delivered, providing that a partial quantity was delivered to 
the warehouse, as seen in Figure 21.5. 


21.3. Initial Entry of Inventory 


When a new SAP system is brought into production, a number of tasks need to be 
completed to make the transition from the legacy system to the new SAP system 
as seamless as possible. When replacing a legacy inventory system, the inventory 
on hand in the warehouse needs to be entered into the SAP system to reflect the 
current situation. To facilitate this, we use the goods receipt process to load the 
inventory via a specific movement type. This is shown in Figure 21.6. 
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Figure 215 Detail Screen for Goods Receipt with Information Displayed from Production Order 
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Figure 216 Initial Screen for Loading Initial Inventory into SAP Using Goods Receipt 


The initial load of inventory uses transaction MMB1C. This can be found using the 
navigation path SAP Menu - Logistics - Materials Management - Inventory 
Management + Goods Receipt - Other. 


The transaction requires that a movement type be entered. Three of these can be 
used for initial inventory loads: 


> 561—Goods receipt for initial entry of stock balances into unrestricted, shown 
in Figure 21.7 
> 563—Goods receipt for initial entry of stock balances into quality inspection 


> 565—Goods receipt for initial entry of stock balances into blocked stock 
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Figure 21.7 Detail Screen for Initial Inventory Load Goods Receipt. 


21.4 Other Goods Receipts 


There are scenarios where the material cannot be receipted by one of the normal 
procedures. These scenarios include: 


> Goods with no Production Order 
> Goods from Production that are By-Products 
> Goods that are Free Goods 


In these cases, the goods receipt is treated slightly differently. It is the company's 
decision whether and how these goods receipts take place. If the company 
decides that no goods receipt will take place without a purchase order, then 
goods that arrive without a purchase order number will be rejected and not 
received. However, most companies sometimes need material that arrives with- 
out appropriate documentation, and there should be procedures in place to deal 
with these anomalies. 


21.4.1 Goods Receipt Without a Production Order 


If your company has not implemented SAP Production Planning (PP), then the 
goods receipt of finished goods from production cannot reference a production 
order. In this case the material needs to be receipted into stock using a miscella- 
neous goods receipt. 


The goods receipt of finished goods without production orders uses the same 
transaction as the initial load of inventory, MB1C, shown in Figure 21.8. This can 
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be found via the path SAP Menu - Logistics - Materials Management - Inven- 
tory Management - Goods Receipt - Other, 
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Figure 21.8 Initial Screen for Goods Receipt without Production Order 


Goods receipt without a production order requires that a movement type be 
entered, and there are three that can be used: 


> 521—Goods receipt for finished goods without a production order into unre- 
stricted stock 


> 523—Goods receipt for finished goods without a production order into quality 
inspection stock 


> 525—Goods receipt for finished goods without a production order into 
blocked stock 


21.4.2 Goods Receipt of By-products 


A by-product is a secondary or incidental product created by the manufacturing 
process or from chemical reaction in a manufacturing operation. It is not the pri- 
mary finished product being manufactured. In many cases, the by-product can be 
captured, receipted into stock, and either used again in part of the manufacturing 
Process or sold as a finished good. 


An example of the by-product scenario is the creation of lanolin from the process- 
ing of wool into textiles. The wool is processed into cloth and a by-product of that 
Process is lanolin, also known as wool wax. Lanolin is sold as a finished good for 
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skin ointments, waterproofing and also as a raw material for the production of 
shoe polish. The by-product can be received into stock using the MB1C transac- 
tion. The movement type that is used for receiving by-products is 531. 


21.4.3 Goods Receipt for Free Goods 


On occasion a vendor's delivery contains goods for which payment is not 
required. These free goods may be promotional items or sample products. 
Although the materials are free of charge, their quantities and value will be posted 
to the general ledger. 


The purchasing department can create a purchase order for a zero value for free- 
of-charge goods if the delivery from the vendor is planned. If a purchase order is 
entered into the system, then the goods receipt can be referenced to that pur- 
chase order. 


If no purchase order was created, then the goods receipt can be performed using 
the MB1C transaction with the movement type 511. This can be seen in Figure 
21,9, 
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Figure 219 Detail Screen for Goods Receipt for Free Goods Transaction 


This chapter discussed the goods receipt process that occurs in a normal manufac- 
turing company. It is important for the material to be received, as it is imperative 
to keep the production line operational and to avoid stock outs, As companies 
move to Just-In-Time operation, goods receipt must be achieved in a timely fash- 


ion to keep operations flowing. Chapter 21 will look into the physical inventory 
functionality. 
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22 Physical Inventory 


Regular physical inventories in the plant, combined with improve- 
ments in inventory accuracy are important goals for companies. Physi- 
cal inventories can be customized to produce faster and more accurate 
results, lowering inventory costs and improving customer service lev- 
els. 


A physical inventory is a count of what is currently in stock in a plant or storage 
location, and comparing that count to what the SAP inventory system says is in 
stock, and making any necessary adjustments to get the counts to match the 
physical warehouse counts. An inventory variance report is produced to see 
where your counts differed and by how much. The count can be retaken for spe- 
cific variances or the variance difference can be posted to correct the differences. 


Some companies perform a full physical inventory only once a year, which is the 
traditional method. However many companies need more accurate information 
more frequently. Many companies with fast-moving stock will perform cycle 
counting, which means that selected parts of the warehouse or specific products 
are counted, usually on a more frequent basis. 


Physical inventory in SAP covers all aspects of the counting material at the plant. 
This includes the yearly inventory, cycle counting, continuous inventory, and 
inventory sampling. 

Physical inventory can be performed on stock that is held in unrestricted, quality 
inspection or on blocked status. Physical inventory also can be performed on the 
company's own stock and special stocks, such as returnable packaging and con- 
signment stock at customer locations. 


22.1 Physical Inventory Preparation 


Before the physical inventory can begin, a series of operations needs to be per- 
formed in order to prepare for the count. 


In complex plants, companies may have to develop count procedures that use dif- 
ferent approaches to counting, such as one method for finished goods, and 
another for raw materials. Deciding what to count is very important, as counting 
the wrong materials negates any count that takes place. 


Companies should weigh the effects of inventory inaccuracies to determine which 
materials or warehouse sections are more critical than others. Small variances in 
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the stock levels of certain materials may have little or no effect on operations, 
while small inaccuracies in the inventory of critical materials may shut down pro- 
duction. Inventory inaccuracies in finished goods will have a negative effect on 
customer service if deliveries are delayed or cancelled due to lack of inventory. 


22.1.1 Preparations for a Physical Inventory Count 


The following procedures should be followed to complete the physical inventory 
process: 


> Process and post all transactions that will affect inventory counts: Goods 
Receipts, Inventory Adjustments, Transfer Postings, and Sales Orders that have 
been filled and shipped. These steps should be followed to keep the inventory 
transaction history sequenced properly. 


> Put away all of the materials that are being counted in the warehouse. 


v 


Segregate from the rest of the warehouse material stock that has been used to 
fill sales orders but that has not physically left the warehouse. 


> Stop all stock movements within the warehouse. 
> Stop all transactions in the warehouse. 


> Run a Stock On-Hand report for the items you are going to count. The transac- 
tion to use for this report is MB52. This will show you the material in unre- 
stricted, quality inspection, and block quantities for each storage location. It is 
a record of the inventory status before you start the physical inventory count. 


22.1.2 Creating the Physical Inventory Count Document 


Create the physical inventory count sheets. The physical inventory count docu- 
ment can be created through transaction MIO1 or the menu path SAP Menu - 
Logistics - Materials Management - Physical Inventory - Physical Inventory 
Document - Create. 


Posting Block 

It is possible to set the posting block on the physical inventory count document 
when you create it, as you can see in Figure 22.1. As there is often a delay 
between a material movement and the posting of the movement, there can be a 
discrepancy between the physical warehouse stock and the book inventory. To 
ensure that there is no discrepancy during the physical inventory count, you 
should set the posting block indicator on the initial screen of the count docu- 
ment. The posting block is automatically removed when the counting results are 
posted for the physical inventory document. 
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Figure 224 Initial Screen for Creating Physical Inventory Count Document 


Freeze Book Inventory 

If the inventory count has not been completed, the book inventory balance cn 
be frozen in the physical inventory document with the freeze book inventory indi- 
cator. This is to prevent the book inventory balance from being updated by any 
goods movements, as this could lead to incorrect inventory differences. 


Include Deleted Batches 

There is an option to allow the count document to include batches of a material 
that has been flagged for deletion. To ensure these batches are included in the 
count, the indicator must be set on the initial entry screen. 
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Figure 22.2 Detail Screen for Transaction 
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The material to be counted is added line by line for the count document as shown 
in Figure 22.2. The line items will not show a quantity of current stock. 


22.1.3 Printing the Physical Inventory Count Documents 


Once the physical inventory documents have been entered, the count documents 
can be printed out for the actual physical count. The count documents can be 
printed using transaction MI21 or accessed through the navigation path SAP 
Menu - Logistics - Materials Management - Physical Inventory - Physical 
Inventory Document - Print. 
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Figure 22.3 Selection Screen for Transaction MI21 


The selection can be entered to decide what count documents should be printed, 
e.g., Figure 22.3 shows the selection by count date, plant, storage location, or 
document numbers. Once the selection has been decided upon, the count docu- 


ments can be printed. Figure 22.4 is an example of a printed physical inventory 
count sheet. 
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Figure 22.4. Version of Printed Physical Inventory Count Sheet 


22.2 Counting and Recounts 


Once the physical inventory count sheets are printed they can be distributed to 
the personnel allocated for the counting process, and the count can begin. 


With more emphasis being given to accuracy of material counts, many companies 
now only use highly trained employees to count materials accurately. They 
believe that giving employees direct responsibility for counting inventory and 
resolving discrepancies will significantly improve the physical inventory process. 


22.2.1 Entering the Count 


Once the count has been completed, the physical count needs to be entered into 
the SAP system. The count quantities from the count sheets are transferred to 
their respective physical inventory documents. The inventory user will access 
transaction M104 or will use the navigation path SAP Menu - Logistics - Materi- 
als Management - Physical Inventory « Inventory Count - Enter. 


The inventory user will transfer the quantity from the inventory count sheet into 
the line item in transaction MIO4, shown in Figure 22.5. Once all the inventory 
count has been entered, the transaction is posted. This will release the posting 
block, if one had been placed on the physical inventory document. The count can 
be posted and the physical count completed at that point. 
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Figure 22.5 Transaction MIO4. 


If the inventory user made an error while entering the count document, using the 
transaction MIO5 can change the physical count. The inventory user needs to 
know the physical count document in order to perform this transaction. Once the 
changes are made, the count can be posted if the inventory user or their supervi- 
sor is satisfied. 


22.2.2 Difference List 


The count can be compared against the book inventory by using transaction 
M120. The transaction allows the inventory user to enter a material and the phys- 
ical inventory document. The transaction can be accessed via the path SAP Menu 
+ Logistics - Materials Management - Physical Inventory « Difference - Differ- 
ence List. 


Once the selection information has been entered the report can be run and it 
shows the materials from the selection. The report, shown in Figure 22.6, identi- 
fies the book quantity, the counted quantity, and the difference, if any. Once the 
differences have been identified, the count can be repeated to check the differ- 
ences or the differences can be posted approved by management. 
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Figure 22.6 Selection Screen for Differences List for Physical Inventory Documents 


22.2.3. Missing Material 


Management must decide how to resolve inventory differences. The physical 
inventory procedures within SAP show where the material discrepancies occur, 
but it is the management's decision how to find the missing material. Many com- 
panies have designed an auditing process to aid the physical inventory process in 
investigating the discrepancies. In many instances, an adjustment is made to the 
book quantity of the missing product, and then an offsetting adjustment is made 
days later when the material is found. In this case, the changes cause additional 
work, disrupt the production schedule, and may lead to excess inventory of this 
material. 


Some companies have created a variance location to move the lost and found 
material to and from, as a way of showing the variances without creating adjust- 
ments. A variance location must be closely monitored, and there must be an on 
going procedure for finding the material discrepancies. 


22.2.4. Recounts 


If the management does not accept the discrepancy or the discrepancy is above a 
certain tolerance, then those materials will need to be recounted. The recount 
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will allow the users to recount the material in the location on the physical inven- 
tory document. The recount transaction is M111 and can be found via the trans- 
action path SAP Menu - Logistics - Materials Management - Physical Inventory 
+ Physical Inventory Document + Recount. 


The recount transaction allows the inventory user to enter the physical count doc- 
ument number and view the detail lines. The detail information, displayed in Fig- 
ure 22.7, shows the materials relevant to the count document as well as the phys- 
ical count quantity and the difference from the book quantity. 
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Figure 22.7 Transaction MI11 


Once the recount document has been printed, the recount can be performed. 
When the recount is complete, the material quantities can be entered into trans- 
action M104. At this point, the count can be posted within the MI04 transaction, 
or the count can be posted through transaction MIO7. 


22.3. Physical Inventory Posting 


22.3.1 Posting the Count Document 


Once the count has been entered, the document can be posted using transaction 
MIO7 that can found using the navigation path SAP Menu - Logistics » Materials 
Management - Physical Inventory - Difference - Post. 


The physical document number has to be entered along with the posting date and 
threshold value. This is an optional field that holds the maximum amount to 
which inventory differences are allowed for the inventory document. 


The detail lines of the count document shown in Figure 22.8, identifies the differ- 
ence quantity and the difference value. The inventory user can post the differ- 
ences unless the difference value totals more than the threshold value, assuming 
the threshold value was entered 


Physical Inventory 


Enter recount; Sel 
Physical Inventory Document Edt Goto Environment System Help 


e|, 10|eee@|OnR) 


Q Aeterence,.. Phys; Inv. Hitoy Other Phys. Inv. Doc. 


a 

Plant 3600 

Stor, Loc. 9001 

Batch STy Dillerencegy BUN Difference amt 

Material Desc Diff, sales value PhysinyDoc 

fm ft [ept99 | fi [as-cos- [te 418-00 
pow (o.00 fisoooti27 [i 

[2 [r02-100_[ ft fre-o00- [ec 24,135.54 | 
[caring 0-00 Fisoso1127 [2 


Figure 22.8 Detail Lines for Physical Count Document Before Posting in Transaction M107 


The inventory user can add a reason code for posting of the document line item, 
provided the reason code has been configured for the posting movement type, as 


seen in Figure 22.9, 
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Figure 22.9 Posting of Count Document with Differences 


22.3.2 Posting a Count Without a Document 


If a count is made without a physical count document, an inventory user can 
enter the count directly into a transaction, which can be posted immediately, as 
shown in Figure 22.10, The transaction to be used is MI10, which can be, 
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accessed though the path SAP Menu - Logistics - Materials Management - 
Physical Inventory - Difference - Enter w/o Document Reference. 
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Figure 2210 Entry screen for Transaction MI10 


The inventory user can add individual line items that have been counted, and the 
amount can be entered for each line item. If a variance percentage was entered 
on the initial screen then the user will be warned that the amount entered is 
greater than the allowed variance. Once the material line items are entered, as 
shown in Figure 22.11, the document can be posted. 
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Figure 2241 Counted Material Linelitems for Transaction MI10 
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22.3.3 Accounting of Inventory Differences 


When the inventory differences are posted, the total stock is automatically 
adjusted to the counted quantity on the document. When the document is 
posted, the differences will correspond to either a goods receipt or goods issue. 


If the counted quantity is smaller than the book inventory, the stock account is 
credited with the value of the inventory difference. The accounting entry is 
posted to the expense from physical inventory account. 


Subsequently, if the counted quantity is greater than the inventory balance, the 
stock account is debited with the value of the inventory difference. The account- 
ing entry is posted to the income from physical inventory account. 


This chapter explained the aspects of performing a physical inventory in the tradi- 
tional manner, with count sheets and recounts, and the less conventional manner 
of entering counts directly into the system without count sheets. Physical inven- 
tory is an important part of inventory management despite being a simple process 
to follow. The writing off and on of material affects other areas. These are: 


> Production—is there enough stock for production orders 

> Sales—is there enough stock for customers sales orders 

> Accounting—total stock value goes up or down 

If the physical inventory is not accurate and errors are made, then others are 
affected. Therefore, it is important to investigate all potential count differences to 


ensure that the count is accurate and the difference is not just due to a counting 
error. 
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23 Invoice Verification 


Invoice verification is the procedure through which vendors will be 
paid for the material that they deliver to the customer. The procedure 
can involve a three-way matching process between the customer's 
purchase order, the goods-received note, and the vendor's invoice. 


Invoice verification is part of the accounts-payment process in which the vendor 
is paid for materials or services that they have provided to the customer. The ver- 
ification of the invoice is important to both the vendor and the customer as it 
ensures that the quantities and the pricing are all correct and that neither party 
has made an error. The standard method of invoice verification is the three-way 
match. This method uses the purchase order supplied to the vendor, the goods 
receipt or delivery note supplied by the vendor, and the invoice sent to the cus- 
tomer from the vendor. In a successful three-way match, the quantity and price of 
the three documents will match, and the payment to the vendor will be sent via 
check or bank transfer at a date agreed to by both parties. 


In this chapter, we shall describe this process and a process called Evaluated 
Receipt Settlement (ERS), which is a two-way match between the purchase order 
and the delivery note, whereby the vendor is paid without an invoice being sent 
to the customer. 


23.1 Standard Three-Way Match 


23.1.1 Entering an Invoice 


The receipt of an invoice at the account payable department triggers the invoice 
verification process. The invoice can either be in the form of a fax, hard copy, or 
though EDI. The invoice can be entered into the system using transaction MIRO 
or by following the menu path SAP Menu - Logistics - Materials Management - 
Logistics Invoice Verification - Document Entry - Enter Invoice. The initial entry 
screen for MIRO is shown in Figure 23.1. 


The invoice entry screen requires the user to enter the details from the incoming 
invoice, The completed MIRO screen is shown in Figure 23.2 
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Figure 231 Entry Screen for Transaction MIRO 
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Figure 23.2 MIRO Transaction with Relevant Purchase Order Details Displayed 
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Invoice Date 

The user is required to enter the date of the invoice. The invoice date should not 
be entered as a future date. The posting date is defaulted to the current date, but 
can be changed as necessary. 


Amount 

The user will enter the amount of the invoice as displayed on the vendor's 
invoice. The user should also enter the currency of the invoice as stated on the 
invoice. Invoices produced by international vendors may be in their local curren- 
cies rather than the currency entered in the purchase order. 


Calculate Tax 

This indicator should be set if the user would like the tax to be calculated auto- 
matically when the invoice is posted. If the vendor has entered the tax informa- 
tion on the invoice then this field should not be set, and the tax details entered 
from the invoice into the tax amount fields. 


Purchase Order Number 

The match can only take place when the purchase order number is entered into 
the MIRO transaction. Once the purchase order number is entered, the details 
from the purchase order will be displayed in the PO reference tab. 


23.1.2 Simulate Posting 


Once the details have been transferred from the purchase order to the invoice 
and the user believes that the invoice can be posted, the user can test the posting 
of the invoice by simulating the posting. The document can be simulated by 
accessing the header menu and selecting Invoice Document - Simulate Docu- 
ment. 


The simulation is a trial posting. Even if the invoice can be posted, the simulation 
will not actually post the invoice. If the simulation process cannot post the 
invoices, messages will be posted to a message log, see Figure 23.3. The message 
log shows errors and warnings. The messages will indicate to the user what issues 
are preventing the posting 
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Figure 23.3 Message Log for Posting Simulation in Transaction MIRO 


23.1.3 Invoice Posting 


Once the message log has been cleared, there is nothing to prevent the invoice 
items from being posted. When the posting is complete, the information is 
passed through to the payment process in the Financial Accounting module. The 


payment process updates general ledger accounts relevant to the posted docu- 
ment. 


The payment process is defined by a number of payment rules that can be defined 
in master records for the customer and vendor as well as configuration in the pay- 
ment program. 


The payment program can be executed by the transaction F110 in the Financial 
Accounting Module. It can be found via the navigation path SAP Menu - Account- 
ing - Financial Accounting - Accounts Payable « Periodic Processing - Payments. 


The payments processing can be scheduled using the Schedule Manager; transac- 
tion SCMA, 


23.2 Evaluated Receipt Settlement (ERS) 


23.2.1 Benefits of ERS 


ERS is the process whereby the goods receipt and the purchase order are matched 
and posted without any invoice, in other words, a two-way match. The vendor 
does not send an invoice for materials that are defined for evaluated settlement. 
This process is not standard for most companies, as the evaluated-receipt process 
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requires a significant level of co-operation and trust between customer and ven- 
dor. However, this method is of particular benefit to companies that purchase 
materials between different parts of the organization. The evaluated receipt pro- 
cess reduces the need for sending and matching invoices between departments. 


The benefits of evaluated receipt settlement include: 


> No quantity or price variances with invoices 

> Purchasing process completed sooner 

> Vendors are paid on receipt of goods at customer 

> Favorable material prices from vendor 

The ERS indicator can be found on the vendor master record, as shown in Figure 
23.4. The ERS indicator on the vendor file is passed through to the purchase order 
by way of the purchase information record or the vendor file. It is possible to 
remove the ERS indicator in the purchase order if normal invoice verification is 
required. 
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Figure 23.4 ERS Indicator on Vendor Master Record. 


23.2.2 Running the Evaluated Receipt Settlement 


The ERS process can be run on a schedule or on an ad-hoc basis, The ERS trans- 
action is MRRL and can be found by the path SAP Menu : Logistics - Materials 
Management + Logistics Invoice Verification » Automatic Settlement - Evalu- 
ated Receipt Settlement. 
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Figure 23.5 Selection Screen for Transaction MRRL 


The selection screen, as shown in Figure 23.5, allows the user to restrict the pro- 
gram to a certain plant, vendor, or date range. Once the selection has been made, 
the program can be executed. 


23.3. Document Parking 


23.3.1 Document Parking Overview 


Document parking allows the user to enter the invoice but not to post it. The 
invoice document can be defined as parked. The invoice should be parked if the 
invoice is not ready for posting. This can happen for a number of reasons: if the 
invoice needs changes to ensure successful posting, e.g., or if the balance of the 
invoice is other than zero. 


23.3.2 Benefits of Document Parking 


The main reason that documents are parked and not simply placed on hold is that 
the invoice in a parked status can be modified, while the invoice that is just held 
remains in its current state. 
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23.3.3. Parking an Invoice 


The invoice can be parked using transaction MIR7, this can be found using the 
path SAP Menu - Logistics - Materials Management - Logistics Invoice Verifica- 
tion - Document Entry - Park Invoice. 


The transaction is similar to the MIRO transaction for entering an invoice. The 
main difference is that when you are parking an invoice the document does not 
need to be correct or to balance to zero, as the invoice is not going to be posted. 
The document is parked and can be modified as needed. 


If, after entering the information into the MIR7 transaction, the user decides that 
the invoice does not need to be parked or that all the information needed to post 
the invoice is now entered, the invoice can be posted. The user can go to the 
header menu and select Invoice Document - Save as Completed (Ctrl + F8). 


If you are entering an invoice into the transaction MIRO and decide that the infor- 
mation is not sufficient for posting the invoice, the user can make the decision to 
park the invoice and not post it. This can be performed in MIRO by selecting from 
the header menu Edit - Switch to Document Parking. 


23.4 Variances and Blocking Invoices 


23.4.1 Variances 
An invoice has a variance if there are values, such as quantity or value that are dif- 


ferent between the invoice and the other documents. There are four types of vari- 
ances associated with invoices: 


> Quantity Variance—where there are differences in the quantity delivered and 
the invoice quantity. 

> Price Variance—where there are prices differences between the purchase order 
and the invoice. 

> Quantity and Price Variance—where there are differences in price and quantity. 

> Order Price Quantity Variance—where the price per ordered quantity is differ- 
ent, i.e. $3 per Kg in the purchase order, but an invoice of $3.25 per Kg in the 
invoice. 


Variances occur when the invoice is entered and the matching finds one of the 
four scenarios stated above. 
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Once the tolerance key is established, the tolerance limits can be entered, as — — — ae 
shown in Figure 23.6. 


Figure 23.7 Tolerance Details for Tolerance Key in Transaction OMR6 
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Figure 23.7 shows the upper and lower tolerances that can be configured for both 
a price value (in the specified currency) and a percentage value. The user does 
have the option to set the Do not check indicator, and this will not check the 
invoice for this type of variance. 


23.4.3 Blocking Invoices 


When the invoice has been blocked, the invoice is in a status where the invoice 
amount cannot be paid to the vendor. There are a number of ways in which an 
invoice can be blocked: 

> Manual Block 

> Stochastic or Random Block 

> Block due to Amount of an Invoice Item 

> Block due to Variance of an Invoice Item 

Once an invoice is blocked, then all the individual line items are blocked. This is 
problematic when there are many line items and only one item is causing a vari- 


ance. It is then up to the finance department to investigate the variance and to 
unblock the invoice for payment. 


23.4.4 Manual Block 


The user can set the manual block during the entry of the invoice, transaction 
MIRO. The manual block field can be found on the payments screen of the doc- 
ument header, shown in Figure 23.8. Once set, the whole of the invoice is 
blocked for payment. 
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Figure 23.8 Manual Block Field of linvoice Header in Transaction MIRO 
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The user can also set the manual block indicator in the appropriate line item, as 
shown in Figure 23.9. This will not just block that line item, but will block the 
whole invoice from payment. Note that the line item will show the blocked indi- 
cator, but the manual block field will not be changed until after posting. 
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Figure 23.9 Manual Block Field of Invoice Detail Line in Transaction MIRO 


23.4.5 Stochastic or Random Block 


The stochastic or random block allows the company to check invoices at random 
or above a threshold value defined in configuration. Setting the stochastic block is 
a two-step process in configuration. First, the stochastic block has to be activated 
at the plant level. Second, a threshold can be set for each plant, as well as a per- 
centage that represents the degree of possibility of the Invoice being checked. 


The configuration for the activation of the stochastic block is shown in Figure 
23.10, The configuration transaction can be found using the navigation path IMG 
+ Materials Management - Logistics Invoice Verification - Invoice Block - Sto- 
chastic Block - Activate Stochastic Block. 


When the threshold value and probability are being configured, users have to 
realize how the stochastic block works. If the total value of the invoice is larger or 
the same as the configured threshold value, the probability of that invoice being 
blocked is configured. 
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Figure 2340 Activation of Stochastic Block at Plant Level in Configuration 


However, if the total value of the invoice is smaller than the threshold amount, 
the probability that the invoice will be blocked is calculated proportionally to the 
percentage configured. 


Therefore, if the user configures the threshold value for company code 4500 to be 
CAD 3,000 and configures the percentage to be 50%, each invoice entered over 
CAD 3,000 would have a 50% probability of being blocked, as shown in Figure 
23.11. If an invoice of CAD 1500 was entered, then this would have a 25% 
change of being blocked, as it is half the value of the threshold value. If the users 
require the degree of probability to be the same for all invoices, the threshold 
value should be configured to zero. 


The configuration for the threshold values of the stochastic block can be found 
using the navigation path IMG - Materials Management - Logistics Invoice Ver- 
ification - Invoice Block + Stochastic Block - Set Stochastic Block. 
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Figure 231 Threshold Value and Percentage Probability Value for Stochastic-Block Configuration 
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23.4.6 Block due to Amount of an Invoice Item 


Sometimes companies decide to block all invoices that have line items with larger 
values. This is a safety feature to ensure that vendors are not paid on invoices that 
have incorrectly been sent by the vendor or incorrectly entered by the finance 
clerks. 

The first step in configuring this particular block is to activate the block due to 
item amount in the IMG, as shown in Figure 23.12. The configuration can be 


found using the path IMG - Materials Management - Logistics Invoice Verifica- 
tion - Invoice Block - Item Amount Check - Activate Item Amount Check. 


™ Change Vi fate Block Due To Item Amout 
Table View Edt Goto Selection tities System Help 


jei__jejece| 
| revenies OBO BS 


Coté] CompanyName || Check tem amount 
Ea (46P Canada 


14541 814BP Japan 
4520) 4BP México 
14567||4BP Brazil 
5 G80|/48P Colunbia 
176801 4BP Bolivia 
}7777/148P Cuba 


4) 3) 9] a) 


cm} 


Figure 232 Configuration of Activation Flag for Each Company Code. 


Once the indicator has been activated for the item amount check for a company 
code, the detailed configuration of the item amount can commence. The first part 
of the configuration can be found using the navigation path IMG - Materials 
Management « Logistics Invoice Verification - Invoice Block - Item Amount 
Check + Set Item Amount Check. 


This configuration, shown in Figure 23.13, allows the user to determine which 
invoice line items are checked by the system. The item amounts for invoice items 
are checked on the basis of the item category and the goods-receipt indicator, 
depending on the configuration. 
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Figure 2343 Configuration for Checking Item Amount for Item Category and Goods Receipt 
Indicator 


The final step of the configuration is to set the amount at which the invoice is 
blocked, as shown in Figure 23.14. The amount is dependant on the company 
code and the tolerance key. 
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Figure 2314 Upper-limit Configuration for Block due to Amount of Invoice Item 


23.4.7 Block due to Variance of an Invoice Item 

A number of blocks can be set due to the variance in an invoice item. These are: 

> Quantity Variance (Q), where the block is due to a variance between purchase 
order quantity, delivered quantity and invoiced quantity. 


> Price Variance (P), where the price of the item in the purchase order does not 
match the price of the item in the invoice. 


> Schedule Variance (D), where the delivery of the items has occurred before the 
scheduled date. 
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> Quality Inspection (1), where the block is due to an issue with the quality of the 
items at or after goods receipt. 


In case of blocking due to a variance, the invoice may still be blocked even though 
the blocking reason is no longer valid. The block must be released either automat- 
ically or manually for the invoice to be paid. 


23.5 Releasing Invoices 


After the invoice has been blocked, a procedure needs to be set up to ensure that 
the invoices are released when the reason for the block is no longer valid. The 
whole invoice is blocked despite the fact that only one line item may be causing 
the block. Therefore, before the invoice can be paid for all the line items, the 
invoice must be released. We do this by canceling the blocking indicator that was 
set when the invoice was originally posted. 


23.5.1 Releasing Invoices Automatically 


The automatic release of blocked invoices deletes all blocks that no longer apply 
to the invoices the user has selected to be reviewed by the program. 


To release the invoices automatically, the user can use the transaction MRBR, 
which is shown in Figure 23.15. The transaction can be found using the navigation 
path SAP Menu - Logistics - Materials Management - Logistics Invoice Verifica- 
tion + Further Processing - Release Blocked Invoices. 
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Figure 2345 Selection Screen for Transaction MRBR 
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If the accounts payable department decides that it wants to review all invoices 
before release, then the transaction MRBR allows the user to flag that the release 
of the invoices will be made manually. In this case, the program will display all the 
relevant blocked invoices for the selection criteria entered. 


The detailed display for the invoices shows the reasons for the blocked invoices 
and will highlight those where the block is still in place but no longer valid. The 
user can then release manually those they choose, as shown in Figure 23.16. 
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Figure 2346 Output from Transaction MRBR 


This chapter described the processes involved in invoice verification. The entry of 
the invoice is a simple process. However, once the invoice is entered it is up to the 
accounts payable department to decide if the invoice is correct and how to pro- 
ceed if the invoice does not match the information from the purchase order or 
the goods receipt. Blocking invoices is a very common occurrence and it is impor- 
tant to understand how these different types of blocks work and why they are in 
place. 
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24 Balance Sheet Valuation 


Balance sheet valuation is the calculation of the material value for use 
in balance sheets. The method employed may depend on country-spe- 
cific tax regulations, state and federal legal requirements, corporate 
financial practices, and internal accounting policy procedures. 


A balance sheet is a financial statement of a business at a specific point in time. 
The balance sheet reports on the source of funds to a business and how those 
funds have been used or invested. Within the use of funds section of the balance 
sheet, there are two areas, fixed assets, and working capital. Fixed assets are those 
that can be depreciated, such as machines and buildings. Working capital is 
defined as the funds used to provide the flow of material and services to achieve 
sales and satisfy the customer. Working capital can be two areas: current assets 
and current liabilities. Current assets are cash, payables, receivables, and the 
material in the warehouse. The material includes raw material, work in process, 
and finished goods. The stock value is the lowest cost or the net realizable, or 


saleable, value. 


24.1 LIFO Valuation 


Last-in, first-out (LIFO) valuation is based on the principle that the last deliveries 
of a material to be received are the first to be used. If this is true, then no value 
change occurs for older material when new materials are received. Because of the 
LIFO method, the older material is not affected by the higher prices of the new 
deliveries of material. If the older material is not affected, that means it is not val- 
uated at the new material price. If the older material value is not increased, this 
stops any false valuation of current inventory. 


LIFO valuation enables the increased amount of material stock per fiscal year to 
be valuated separately from the rest of the material stock. This is important as it 
ensures that the new material is valuated at the correct amount, while old stock 
remains valuated without being affected by the new material price. A positive 
variance between the opening and closing material balances of a fiscal year is 
known as a layer for LIFO valuation. The layer is valuated as a separate item. The 
total of a material is the sum of all layers. 


A layer is dissolved if there is a negative difference between the opening and clos- 
ing stock balances at the end of a fiscal year. This would happen, e.g., if all the 
new stock was consumed plus some of the existing stock. 
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24.1.1 Configuration for LIFO 


The first step in configuration is to ensure that LIFO is active. The transaction is 
OMWE and can be found via the navigation path IMG - Materials Management 
+ Valuation and Account Assignment - Balance Sheet Valuation Procedures - 
Configure LIFO/FIFO Methods - General Information - Activate/Deactivate 
LIFO/FIFO Valuation. 
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Figure 244 Transaction OMWE 


Once the LIFO valuation has been activated, as shown in Figure 24.1, the LIFO 
valuation can be configured for each company code or valuation area. This con- 
figuration can be completed using transaction MRLH and is shown in Figure 24.2. 
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Figure 24.2 Configuration for LIFO and FIFO at Plant or Valuation Area Level 
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The LIFO method also depends on the movement types being set up to be rele- 
vant for LIFO. The configuration is shown in Figure 24.3. It can be found using 
transaction OMW4 or via the path IMG - Materials Management - Valuation 
and Account Assignment - Balance Sheet Valuation Procedures + Configure 
LIFO/FIFO Methods - General Information - Define LIFO/FIFO Relevant Move- 
ment Types. 
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Figure 24.3 Movement Types Configured as Relevant for LIFO Valuation 
24.1.2 Preparation for LIFO 


Material Master Records 

To prepare for LIFO valuation, you must make sure that the materials you want to 
value are flagged for LIFO. The flag is located within the material master on the 
accounting screen. This flag needs to be set for LIFO. 


You can use the transaction MRL6 to update the LIFO flag for a selection of mate- 
rials, material types, plants, etc. This transaction can be found using the naviga- 
tion path SAP Menu - Logistics - Materials Management - Valuation - Balance 
Sheet Valuation + LIFO Valuation - Prepare - Select Materials. 


Base Layers 

As discussed above, the measurement of material value changes are based on 
comparing different layers. Before LIFO can be started, the base layer should be 
created from information in the older existing material. 


The base layer can be seen in Figure 24.4, The base layer can be created using 
transaction MRL8, or by using the navigation path SAP Menu - Logistics - Mate- 
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rials Management - Valuation - Balance Sheet Valuation - LIFO Valuation - Pre- 
pare - Create Base Layer. 


Once in transaction MRL8, the user needs to enter the materials for which to cre- 
ate the base layer and enter the LIFO method that is to be used. 


Users should select the values that are to be used to determine the layer value, 
The choices include: from previous month, month before last, previous year, and 
year before last. 
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Figure 24.4 Transaction MRL 


Determination of Basis for Comparison 

Before running a LIFO valuation, a basis for comparison needs to be determined, 
During LIFO valuation, the stocks are compared at a particular point in time with 
the total of the layer quantities. These are the periods that are defined in SAP: 


> GJE—where the stock at the end of the previous fiscal year is compared with 
the total quantities in the existing layers. 


> VOM—where the stock at the end of the previous period is compared with the 
total quantities in the existing layers. 


> VVM—where the stock at the end of the period before last is compared with 
the total quantities in the existing layers. 


> CUR—where the current stock is compared with the total quantities in the 
existing layers. 


Balance Sheet Valuation 


¥ 


24.1.3 Running a LIFO Valuation 


Once the configuration and preparation is completed for the LIFO valuation, the 
transaction can be executed to run the valuation. The transactions that can be run 
are: 

> MRL1 for Single Material Level 

> MRL2 for the Pool Level 

> MRL3 for Comparison of Lowest Values 

The navigation path to find these transactions is SAP Menu - Logistics - Materials 
Management : Valuation - Balance Sheet Valuation - LIFO Valuation - Perform 
Check. 
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Figure 24.5 Selection Screen for LIFO Valuation Transaction MRL1 


In transaction MRL1, shown in Figure 24.5, the user can choose the LIFO method, 
the selection criteria, and the value determination for the new layer. Once these 
have been entered, the transaction can be executed and the result can be seen in 


Figure 24.6. 
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Figure 24.6 Result of LIFO Valuation Transaction MRL1 


24.2 FIFO Valuation 


First-in, first-out (FIFO) is a valuation method in which the material that is pur- 
chased or produced first is sold, consumed, or disposed of first. This method is 
employed by companies whose material is batch-managed, has an expiry date, or 
degrades in quality with time. Use of this method presupposes that the next item 
to be shipped will be the oldest of that material in the warehouse. In practice, this 
usually reflects the underlying commercial method of companies rotating their 
inventory. 


It is common for newer companies to use FIFO for reporting the value of mer- 
chandise, in order to bolster their balance sheets. As the older and cheaper mate- 
rials are sold, the newer and more expensive materials remain as assets on the bal- 
ance sheet. However, as the company grows it may switch to LIFO to reduce the 
amount of taxes it pays to the government. 


24.2.1 Configuration for FIFO 


The configuration steps for FIFO are very similar to those of configuring the LIFO 
valuation. The first step in configuration is to ensure that FIFO is active. The trans- 
action is OMWE and can be found via the navigation path IMG - Materials Man- 


Balance Sheet Valuation 


agement - Valuation and Account Assignment - Balance Sheet Valuation Proce- 
dures + Configure LIFO/FIFO Methods + General Information - Activate/ 


Deactivate LIFO/FIFO Valuation. 

After FIFO valuation has been activated, FIFO valuation can be configured for 
each company code or valuation area. This configuration can be completed using 
transaction MRLH. 

Lastly, configure the movement types being set up to be relevant for FIFO. The 
configuration can be found using transaction OMW4 or via the navigation path 


IMG - Materials Management - Valuation and Account Assignment - Balance 
Sheet Valuation Procedures - Configure LIFO/FIFO Methods - General Informa- 


tion + Define LIFO/FIFO Relevant Movement Types. 


24.2.2 Preparation for FIFO 

After configuration for FIFO, the materials relevant for FIFO need to be selected. 
This can be performed using transaction MRF4, as shown in Figure 24.7. It can be 
found using the navigation path SAP Menu - Logistics - Materials Management . 
Valuation - Balance Sheet Valuation - FIFO Valuation - Prepare - Select Materials. 
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Figure 24.7 Material Selection for FIFO Valuation Method 


24.2.3 Running a FIFO Valuation 


Once all the configuration and preparation has been completed for the FIFO vale 
uation, the transaction MRF1 can be executed to run the valuation as shown in 


FIFO Valuation 
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Figure 24.8. The transaction can be found using the navigation path SAP Menu - 


Logistics - Materials Management - Valuation - Balance Sheet Valuation - FIFO 
Valuation + Perform Check. 
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Figure 24.8 Selection Screen for MRF1 Transaction 


Once the transaction has been executed, the FIFO valuation will be formed for 


the selected materials, plant, etc., and a report will be displayed, Figure 24.9 
shows the results. 
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Figure 24.9 Result of FIFO Valuation Transaction MRF1 
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24.3 Lowest Value Determination 


Lowest value determination uses the valuation method of the lowest value prin- 
ciple (LVP). This method is used widely in industry in many countries. Simply put, 
LVP indicates where the material is valued at the lowest value held on the system. 


Three types of value determination can be used to calculate the material value. 
These are: 

> Based On Market Prices 

> Based On Range of Coverage 

> Based On Movement Rate 


24.3.1 Lowest Value Determination Based on Market Prices 


To determine the lowest value on market prices, the SAP system searches for the 
lowest price from the different prices stored for each material. The procedure 
looks at the material price from the following: 


> Purchase Orders 

> Scheduling Agreements 

> Goods Receipts for Purchase Orders 

> Invoices for Purchase Orders 

> Purchasing Information Records 

The transaction to run the lowest value based on market price is MRNO and can 


found via the path SAP Menu - Logistics - Materials Management - Valuation - 
Balance Sheet Valuation - Determination of Lowest Value - Market Price. 


The selection screen, shown in Figure 24.10, allows the user to enter a range of 
materials, plant, material type, or valuation class. 


Once the selection criteria have been entered, the transaction can be executed. 
The resulting display, Figure 24.11, shows the new price and the percentage 
change. 
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24.3.2 Lowest Value Determination Based on Range of Coverage 
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4 Figure 24.1 Results from Transaction MRNO 
: Once the selection criteria have been entered, the transaction can be executed. 


The resulting display, as shown in Figure 24.14 shows the range of coverage, 
which determines the devaluation percentage and the calculated new value. 


Lowest Value Determination 424 


420 Balance Sheet Valuation 


28\/¢ee|o 


: = 
|e Bschedue Manager QMessages ,QBatch Input Exception Rules 


Compr Coe froos KeyDate —f2vea72008 | 
Material = to | 2 | 
Plant oon to > 
‘Valuation Type: = to > 
MateialType eel | 2 
Veluaton Class or iE) 
Motetial Group to E} 


Det. of range of coverage 


Material Stocks 


| __Matetisl Consumption 


Settings 


Deval Percentages 


BorePice | 


Figure 24.13 Selection Screen for Transaction MRN1 
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Figure 2414 Results from Transaction MRN1 


24.3.3 Lowest Value Determination Based on Movement Rate 
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Therefore, if a company has stock of 400 units of material ABC in a valuation area 
and the number of movements has been only 40 in the period, then the move- 
ment rate is movements divided by the stock, i.e. 40/100, multiplied by 100 to 
calculate the percentage, which in this case is 10%. 


The devaluation percentage is configured in transaction OMW6, in a similar man- 
ner as transaction OMWS for range of coverage, where a percentage is configured 
per company code. Using the example above, if a decision was made that a slow- 
moving material is anything with a movement rate of below 15%, then the mate- 
rial ABC would be a slow-moving stock. This would mean the stock is devalued. 


The transaction to run the lowest value based on movement rate is MRN2, shown 
in Figure 24.15. It can found in the navigation path SAP Menu - Logistics - Mate- 
rials Management « Valuation - Balance Sheet Valuation - Determination of 


Lowest Value - Movement Rate. 
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Figure 2415 Selection Screen for Transaction MRN 


Once the selection criteria have been entered the transaction can be executed. 
The resulting display, shown in Figure 24.16, shows the indicator with the corre- 
sponding percentage discount. This discount is then applied to the base price to 


calculate the new lowest price. 
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Figure 24.16 Results from Transaction MRN2 
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25 Material Ledger 


The benefits of the material ledger include keeping inventory records 
in up to three currencies, thus facilitating consolidation for companies 
belonging to multinational groups. It also includes calculating the 
actual costs for procured material or material from production. 


25.1 Material Ledger Overview 


The material ledger serves two purposes. First, it records actual costs of materials 
and at the same time considers and records all the factors behind price fluctua- 
tion. This functionality of material ledger enables faster and more effective deci- 
sion-making regarding materials management, controlling, and production. 


Second, the material ledger can hold values in three currencies simultaneously, 
which is a major benefit for companies that need to report valuation in different 
currencies. In addition, the material ledger makes it possible to revaluate stock on 
the basis of real calculation, which is legally required in some countries 

Using actual costing, all goods movements within a period are valuated at the 
standard price. In parallel, all price and exchange rate differences for the material 
are collected in the material ledger. 

Within the material ledger at the end of the period, an actual price is calculated 
for each material. This is based on the actual costs for that particular period. The 


actual calculated price is called the periodic unit price and can be used to revalu- 
ate the inventory for the period to be closed. This calculated actual price is the 


standard price for the next period. 


25.1.1 Activating the Material Ledger and Actual Costing 


To use the material ledger the functionality must be activated. The transaction in 
configuration is shown in Figure 25.1. The configuration to activate it is transac- 
tion OMX1 or can be found via the navigation path IMG - Controlling - Product 
Cost Controlling - Actual Costing/Material Ledger - Activate Valuation Areas 


for Material Ledger. 
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Figure 254 Configuration for Activation of Material Ledger for Certain Valuation Areas 


In addition, the configuration to activate actual costing can be found via the path 
IMG : Controlling - Product Cost Controlling - Actual Costing/Material Ledger 
+ Actual Costing - Activate Actual Costing. 


25.2 Material Ledger Data 


25.2.1 Material Master Record 


Several items must be checked before a material can be used in the material led- 
ger: 


> The material ledger indicator must be set in the material 
> The material must be assigned to a valuation class 


> The material type must allow the material's valuation to be updated 


The material master record contains the flag that determines whether a material is 
relevant for the material ledger. The flag is on the accounting screen and should 
be set for material ledger, as shown in Figure 25.2. Once this is set, data is col- 
lected about this material for the material ledger. 


The material type can be checked to see if the material valuation can be updated 
by viewing the configuration transaction, Figure 25.3, which can be found via the 
navigation path IMG - Controlling + Product Cost Controlling - Actual Cost- 
ing/Material Ledger - Actual Costing - Activate. 
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Figure 25.2 Material Ledger Indicator and Valuation Class in Material Master Record Accounting 
Screen 
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Figure 25.3. Quantity and Value Updating Indicators on Material Type Configuration 


25.2.2 Data for the Material Ledger 


For materials that have been activated for the material ledger, the system aut 
matically collects information on valuation-relevant palisec sons: Information is 
also collected on account postings from inventory management, invoice verifica- 
tion, and order settlement. This collected data is used during material price deter- 


mination. 


The transaction variances or differences are posted to the material ledger. Three 


types of differences are collected: 
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> Price Differences 
> Exchange Rate Differences 


> Differences caused by revaluation 


Transactions that cause an inward flow of data to the material ledger include, 
Inventory Management, Invoice Verification, and Production Order Settlement, 
The outward flow of data out of the material ledger includes data for the Financial 
Accounting module and the Controlling information system. 


25.3 Material Price Determination 


25.3.1 Material Price Analysis 


The material price analysis shows the valuated transactions. It also displays the 
esl of material price determination, with price and exchange rate differences 
for a given material in a plant in a specific period. 


The transaction to run the material price analysis is CKM3. This can be found via 
the path SAP Menu - Logistics - Materials Management - Valuation - Actual 
Costing/Material Ledger - Material Ledger - Material Price Analysis. 


sonics the transaction is run, a report will be displayed showing the Beginning 
inventory, goods receipts, goods issued, Invoice, etc. This is shown in Figure 25.4. 


Material Price Analysis 
Material Price Analysis Edt Goto Extras System Help 


{ei w/eoe@ ann! 


[QO Fa) Gl) conocockyt SeeConing Run 


Material 100-100 2 
Prank jr000 
Valuation Type 


Da] Sales der Stock/Projct Stock 


Peiiod/ver [2 [2006 4 | b|(E)| Quantities and Values Enlered 
Curt Matustion [Company code currency >] [Eur 


View Price Hi Bd 
Pics andi Vai 


@Saeh- 8-8 -|Ba-B- i 
Tianeacion __|084.| ChaTeti| Vato. Teta stock| Totaly. | New price) 
Begneng invert | o} 000, 71529001... 13765) 
GI entry of st bals |567 500 | 68,640.00 
recer ——_|T00| #0] s0736} — 
sai_| 


[eo 
E eT 
[GA ooodrecest |450..| 10] 1a7e00 

Invoice 0. 0} ooo] 6a /33 70. 


Figure 25.4 Detailed Report for Material Price Analysis Transaction, CKM3 
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25.3.2 Single-Level Material Price Determination 


Single-level material price determination calculates a unit price for a material for 
a specific previous period. The actual costing for single-level price determination 
calculations are made for the previous period and do not affect the current 
period. The single-level calculation is valid only for materials that are flagged for 
standard price control and for which the price determination field is set to 3 for 
single- and multi-level price determination. Both these indicators are found on 
the accounting screen of the material master record. The single-level refers to the 
fact that the price differences are only for one level, and no other material price 
differences are examined. Other price differences occur for materials used in mak- 
ing this material. Where these price differences are taken into account, we refer 


to multi-level price determination. 
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Figure 25.5 Material Valid for Single-Level Price Determination 


The price determined by the single-level calculation, shown in Figure 25.5, is the 
standard price of the material, plus or minus any price differences and exchange- 
rate differences. Price differences can occur for the following reasons: 

> Goods receipts for a purchase order 

> Invoice receipts 

> Settlement of production orders 


> Transfer postings 
> Initial entry of stock balances (movement type 561) 
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> Free delivery of goods for a purchase order 


> Inward movements from consignment 


The differences between the standard price of the material and the price deter- 
mined by this calculation are updated in the material ledger. 


The single-level price determination, as shown in Figure 25.6, can be accessed 
through transaction CKMH or through the path SAP Menu - Logistics Materials 
Management - Valuation - Actual Costing/Material Ledger + Periodic Material 
Valuation - Determine Material Prices (Single Level). 
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Figure 25.6 Selection Screen for Calculating Single-Level Price Determination 


25.3.3 Multi-Level Material Price Determination 


While a single-level price determination looks at the material in isolation, the 
multi-level price determination looks at all price determinations of the materials 
that go into making the final material. All of these price determinations roll up to 
produce a price determination. For a multi-level price determination to be calcu- 


lated, a single-level calculation has to be complete for all the component materi- 
als, 


25.3.4 Transaction-Based Material Price Determination 


This price determination allows the moving average price to be calculated after 
every goods movement that is relevant to the material. This type of price deter- 
mination does not need the material ledger to be active. If the material ledger is 


Material Ledger 


not active, then the moving average price is calculated in one currency, = Geter 
mined on the material master. If the material ledger is active, then the price is cal- 
culated in up to three currencies on the material ledger. 


To have the material activated for transaction-based material price determination, 
the material should be flagged for moving-average price control ang the price 
determination field set to 2 for transaction-based price determination, as shown 


in Figure 25.7. 
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Figure 25.7 Material Valid for Transaction-Based Price Determination 


This chapter dealt with the material ledger, which is sometimes not clearly pes 
stood by those working with materials management. The material ledger re ae 
the actual costs of materials and at the same time considers and records all is 
factors behind price fluctuation. It can also hold values in three currencies et the 
same time, which is needed by companies frequently using or reporting in differ- 
ent currencies. It is important that decisions are made on the material ledger so 
that information needed on the material master can be decided upon at an early 


stage of the implementation. 
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26 Classification System 


The classification system is a powerful tool that allows objects in SAP 
to be described by characteristic values. These characteristics are used 
for the same group of objects, i.e., vendors, materials. The classifica- 
tion system uses these values to perform powerful searches. 


264 Classification Overview 


26.1.1 What is a Classi 


ication System? 


Classification systems occur everywhere. The Dewey Decimal system used in 
libraries is a classification system, zoologists use the Linnaean system for animal 
classification, and the U.S. Government uses the Standard Occupation Classifica- 
tion System (SOC) for classifying workers into occupational categories. There are 
many more examples. 


A definition of a classification system by the Public Work and Government Ser- 
vices Department of Canada states, “a classification system is a structured scheme 
for categorizing entities or objects to improve access, created according to alpha- 
betical, associative, hierarchical, numerical, ideological, spatial, chronological, or 
other criteria.” 


The classification system in SAP fits this definition, as it too is a structured frame- 
| work primarily used for the searching of objects based on a series of characteris- 
tics that describe the object. The object can be a material, a vendor, a batch, etc. 


The classification system can be an extremely powerful tool if it is constructed in 
a strategic manner with a significant amount of planning. Classification systems 
| that are ignored by companies are those that have evolved over time with no 
| planning and that are cumbersome and difficult to maintain. The more planning is 
put into creating a classification system, the more likely it is to become a worth- 
while tool. 


Some companies employ outside consultants to review the materials they have 
and develop a structured naming and classification framework based on the 
description and use of the material. Although this can be an expensive and time- 
consuming project, it can allow the company to start implementation of the clas- 
sification system with rules and procedures already in place. 
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26.1.2 Describing an Object 


In developing the classification system, three areas need to be addressed. These 
are: 


> Object 
> Characteristics 
> Class 


The object to be described needs to be examined and a set of standard descrip- 
tions or characteristics defined. For instance, for an object such as a vendor, char- 
acteristics that may be used to describe it could include: how many employees 
does the vendor have, is the vendor a minority owned company, how many prod- 
ucts does the vendor sell, is the vendor a registered small business, etc. 


These descriptions are called characteristics, and the characteristic will have val- 
ues or a range of values valid for each characteristic. For example, if we again con- 
sider the vendor as an object again and look at the characteristic “how many 
employees the vendor has,” a valid value could be 20,000. The value can be an 
exact figure or the value can be configured to be a range, if required 


The characteristics are grouped together in a class. The class contains a number of 
characteristics that are of similar values. The class is the entity that is assigned to 
the material in the material master. 


A class is associated with a class type. The class type is the key to which object the 
class can be assigned. For example, if a class is assigned to class type 010, then the 
class can only be assigned to those objects relevant for class type 010, i.e. ven- 
dors, 


26.2 Characteristics 


26.2.1 Create Characteristics 


Once the company has decided upon a set of descriptive characteristics for an 
object, the next step is to create the characteristic. The transaction to create the 
characteristic is CTO4. The transaction can be found via the path SAP Menu - 
Cross-Application Components - Classification System - Master Data - Charac- 
teristics. 
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Figure 264 Basic Data Screen for Transaction CTO4 


On the basic data screen, shown in Figure 26.1, the following can be included: 


> Description for the characteristic 

> Data type—which can be a numeric, date, currency, time or character 

> Format of the data type, number of characters, etc. 

> Template, if necessary 

> Single or Multiple values 

> Entry required flag 

Once the data has been entered for the basic screen, allowed values for the char- 
acteristics can be entered. 


In the value screen, shown in Figure 26.2, the values that have been determined 
for the characteristic can be entered. One of these values can be made a default 
value by setting the D flag on the value line. If no defined values are entered, then 


any value will be allowed. 
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Figure 26.2 Values Screen for Transaction CTO4 
26.2.2 Configuring Characteristics 


Characteristic Defaults 

A number of configuration steps can be performed to allow characteristics to 
operate in the manner the user wishes. The first of these is to set default settings 
for the characteristic, If the end users always requires a certain field to be set in 
one particular manner, this can be configured so that it defaulted each time a 


characteristic is created. The configuration for the defaults can be seen in Figure 
26.3. 


Change Ven 158 To Career ete 
Take Wo eo sao nv po tp 
_— ak 
22aag 
was fe 
cara fecal Toner 
Basi data — nee 
Rename char. r Disp. values = | 
Entry Required i Untormatted entry 
Multiple Values r ‘With template Cr 
Interval values al 
Cate sensitive | a 
es Fh ances veg 
Exponent display [ Addtional Values 


Figure 26.3 Configuration Screen in which Users set Characteristic Defaults 
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Accessing the transaction using the path IMG - Cross-Application Components - 
Classification System - Characteristics - Define Default Settings can configure 
the default settings for a characteristic. 


Characteristic Status 

The characteristic can be set to different statuses. These are pre-defined in SAP as 
either released, in preparation, or locked. There is a configuration transaction, 
shown in Figure 26.4, which allows the configurator to create new statuses that 
may be needed by the client. For example, a status may be required that allows 
for review, and this can be configured. 


Accessing the transaction using the navigation path IMG - Cross-Application 
Components - Classification System + Characteristics - Define Characteristic 
Statuses allows the configuration of the characteristic status. 
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Figure 26.4 Configuration Screen in which Users can create New Characteristic Statuses 


Value Templates 

The SAP system is delivered with a number of templates that can be used for the 
entry of information into the characteristic values. If the end user requires a new 
template for a specific characteristic value, then this can be configured, as shown 
in Figure 26.5 


Accessing the transaction using the path IMG - Cross-Application Components - 
Classification System + Characteristics - Define Templates, allows the user to 
configure new characteristic value templates or to modify existing templates. 
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Figure 26.5 Configuration Screen That Allows Creation and Modification of New Characteristic 
Value Templates 


26.3 Classes 


26.3.1 Create Classes 


Once the relevant characteristics have been created, they can be grouped together 
by assigning them to a class. The class can be created by using transaction CLO2, 
see Figure 26.6, or by using the navigation path SAP Menu - Cross-Application 
Components - Classification System - Master Data - Classes. 
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Figure 26.6 Basic 


Data Screen for Transaction CLO2 
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The basic data screen will require a class type to be entered. The class type will be 
discussed later in this chapter. There is the option of entering keywords that can 
be used to search for the specific class. The keywords can be entered on a sepa- 
rate screen within transaction CLO2. Once the basic data has been entered, the 
specific characteristics that should be assigned to this class can be entered as 
shown in Figure 26.7. 
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Figure 26.7 Characteristics Assigned to Class in Transaction CLO2 
26.4 Class Type 


26.4.1 Class Type Overview 


As mentioned in the previous section, when creating a class, the class must 
belong to a class type. The class type represents the type of objects the class is 
being created for. In Figure 26.6, the class has been assigned to class type 001, 
which is the class type for the material. This means that the characteristics in the 
class will pertain to a material. If the user creating the class had entered class type 
022, this would have meant that the characteristics were describing a batch, as 
the batch is the object for class type 022. Figure 26.8 shows some of the class 
types available when creating a class. 
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Figure 26.8 Some Class Types and Objects Assigned to Class Types 


26.4.2 Configuring a Class Type 


Many class types already are defined within SAP. However, on occasion the user 
might need to create a new class type. This may be an instance where the client 
has a unique combination of objects, i.e., a vendor/equipment combination that 
has no defined class type. If the client needed to describe this combination of 
objects then the class would require a new class type so that it accesses the cor- 
rect tables. 


The class type refers to an object. When starting to create a new class type, the 
correct object must be selected. If the object is not currently listed in configura- 
tion, this can be added. 


The configuration for object types and class types can be found using the path 
IMG - Cross-Application Components - Classification System - Classes » Main- 
tain Object Types and Material Types. 


A new object can be added in this transaction, as shown in Figure 26.9, by access- 
ing the header menu, selecting Edit - New Entries and selecting a new object to 
include. Most SAP objects are already included in this transaction. 
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™ Change View “Object Table": Overview 


Table View Edt Goto Selection Utitles System Help 


k= = B8/e¢ee|/BhR/a 
[PAG Now erie: Ci Bb x Ed EN GR 


Stucue | Table tent 
3 Object Table RENT al Change master record 
SI CChers Types 


Objects [Activity 


CoClass Status [Product Prog 
Ci drganizations Network 
Otent Types 

Co Classification : 

CoFunctions/Fiti 


User-defined data ype 
| Characteristic 


Figure 26.9 Partial Object List for the Class Type 


To create a new class type, the user should select the object, which will be linked 
to the class type. Once the object is selected, the configurator can click oni class 
types in the dialog structure. This will display current class types for that object, as 
shown in Figure 26.10. 
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Figure 2610 Class Types Currently Assigned to the Object 


A new class type can be created for this object by selecting from the header 
menu, Edit - New Entries, or by using the F5 function key. This will display a 
screen, as shown in Figure 26.11, for the new class type information to be 


entered. 
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Figure 2611 New Class-Type Entry Screen 
26.5 Class Hierarchies 


26.5.1 Creating a Class Hierarchy 


As with other classification systems, the SAP classification system contains the 
ability to create a hierarchy within the class structure. 


A class can be assigned to another class creating a class hierarchy. This can be cre- 
ated by using transaction CL24N, or by using the navigation path SAP Menu - 


Cross-Application Components - Classification System - Assignment - Assign 
Objects/Classes to Class. 
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Figure 262 Assignment of Classes to a Class using Transaction CL24N 


Classification System 


In Figure 26.12, the following are assigned classes, MM_Class_001, MM_Class_ 
002 and MM_Class_003 to be subordinate classes of MM_Class_005. 


If the class MM_Class_05 is assigned to be a subordinate of MM_Class_04, the 
following class hierarchy structure will occur. 


The class hierarchy can be seen using the transaction CL6C, or through the navi- 
gation path SAP Menu - Cross-Application Components - Classification System 
+ Environment + Reporting - Class Hierarchy. 


Transaction CL6C allows the user to enter a class and have the system display the 
class hierarchy either graphically or in text, and Figure 26.13 shows the graphical 
representation of this hierarchy. 
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Figure 2643. Graphical Representation of the Class Hierarchy Using Transaction CL6C. 


26.5.2 Inherited Characteristics 


A characteristic is inherited when a characteristic and its value is passed from a 
superior class in the class hierarchy to the subordinate classes. The main advan- 
tage of inheritance is that the end user does not need to enter the characteristic 
in the subordinate classes, as it has been entered once in the superior class and 
then inherited. 


26.6 Object Dependencies 


26.6.1 Object Dependency Overview 


The object dependency in classification refers to the limitations that can be placed 
on objects to ensure that the correct classification occurs. Dependencies can 
force values for characteristics to be allowed only if a certain value for another 


Object Dependencies 


characteristic as been selected. For instance, if the characteristic called Color has 
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The display will show the change characteristic transaction. The following should 
be selected Extras - Object Dependencies « Editor. 


A dialog box will appear that allows the user to choose a Precondition, Selection Figure 2614. Assignment of Classes for a Material in Material Master Creation Transaction 


Condition, Action, or Procedure. Once the appropriate object dependency is ANS 
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In materials management, the most common function through which classifica- 
tion is seen is in the creation of the material master. When a material is created, 
one of the creation screens is for assigning classes to the material. 


|S | 


In the material master creation transaction, MMO1, the classification screen 
allows a class or classes to be assigned to the material, as shown in Figure 26.14, 
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A class can be selected and then assign the values for the characteristics, as seen 


in Figure 26.15. The material can be assigned to any number of classes. IMM Characteristic Desc 002)RED 
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Figure 2645 Selection of Characteristic Values Associated with Class Assigned to Material 
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26.7.2 Classifying Objects 


An object can be assigned to a class or classes. This method is used in the material 
master creation or to assign many objects to a single class as seen in Figure 16.16.. 


Transaction CL20N allows the many classes to be assigned to an object. This trans- 
action can be found through the navigation path SAP Menu - Cross-Application 
Components - Classification System - Assignment - Assign Object to a Class. 
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Figure 2616 Assignment of Classes to a Single Object Using Transaction CL20N 


Transaction CL24N allows many objects to be assigned to a single class. This saves 
time if a new class has been created and needs to be assigned to many objects, 
which is shown in Figure 26.17. This transaction can be found via the navigation 
path SAP Menu - Cross-Application Components + Classification System + 
Assignment - Assign Objects/Classes to a Class. 
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Figure 2617 Assignment of Objects to a Single Class Using Transaction CL24N 


26.7.3 Finding Objects 


After implementing the classification system by creating characteristics and 
classes, assigning classes to objects and assigning values for the objects, the sys- 
tem can be used to find objects. 


The key to finding an object is to use the characteristic values to find the object or 
objects that fit the value. The search criteria the end user enters, and the charac- 
teristics and the values assigned, are compared with the characteristic values 
assigned to the objects. 


Transaction CL30N can be used to find objects using characteristic values. This 
transaction can be found using the path SAP Menu - Cross-Application Compo- 
nents « Classification System - Find - Find Objects in Classes 


The initial screen will ask the end user to enter a specific class and class type. 
There is a matchcode selection if the end user is unclear about the class name. The 
detail screen will show the characteristics for the class that was chosen and values 
can be entered against those characteristics. The transaction is then executed by 
selecting from the header menu Find - Find in Initial Class or by using the F8 
function key. 


Finding Objects Using Classification 


The transaction will return all objects that have the characteristic value that was 
entered as can be seen in Figure 26.18. 
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Figure 2648 Objects Found Using Characteristic Value Entered in Transaction CL30N 


This chapter described the classification system in SAP in detail. End users should 
learn that the classification system is a great tool for finding material that may 
appear to be similar to other materials but can be found easily using the charac- 
teristic value that has been assigned to it via the classification of the object. Clas- 
sification is a long-term process. It requires a significant level of commitment from 
the client and then on-going maintenance to ensure that new materials or ven- 
dors or equipment or whatever objects are classified when entered into SAP. If 
the classification system is correctly defined and implemented, it offers a power- 
ful and comprehensive search tool. 
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27 Document Management 


Document management is a powerful tool within SAP that enables a 
company to link important documents to objects within the SAP sys- 
tem. Not having to duplicate or move the original document saves 
both time and effort. 


27.1 Document Management Overview 


The Document Management System (DMS) allows the user to link external doc- 
uments to objects within the SAP system. Company documents such as CAD 
drawings, technical specifications, MSDS files, and photographs are often found 
on different computer systems, different locations, and different applications, The 
DMS allows a company to link these documents to the appropriate object within 
SAP. 


Document management is important for companies that are pre-certified or cer- 
tified ISO 9000. Also, the strict requirements of the new HIPAA (Health Insurance 
Portability and Accountability Act of 1996) and Sarbanes-Oxley Act of 2002 
require businesses to manage documents more carefully. The DMS gives auditors 
and administrators documented evidence of internal controls that communicate, 
store, and protect documents. DMS allows unalterable logs or databases showing 
who has accessed which pieces of information, where and when. 


The SAP DMS system uses a document information record to link the document 
to the object in SAP. 


27.2. Document Information Record 


The document information record is the master record in SAP that describes the 
information pertaining to the external document. The document information 
record contains the external file name and location of the file on the network. 


27.2.1. Document Number 


The document number can be defined in an identifier with up to 25-alphanu- 
meric characters. The identifier can be internally or externally defined and the 
number assignment can be configured in the IMG, 
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27.2.2. Document Type 


The document type is used to categorize the type of document. The document 
type is defined as a three-character field, as shown in Figure 27.1. For instance, 
DRW is defined as the document type for an engineering drawing, EBR is the doc- 
ument type for a batch record, and SB is the document type for a service bulletin. 


The document type can be configured in the IMG. The navigation path to reach 
the transaction is IMG - Cross-Application Components - Document Manage- 
ment - Control Data - Define Document Types. 
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Figure 271 Document Types Configured for Document Management System 


Status Switch 


The status-switch indicator shows that the status must change when a field is 
changed in the document information record, once this indicator is set. 


Revision Level Assignment 
If this indicator is set, then a revision level is automatically assigned to a docu- 
ment with reference to a change number, if used 


Version Assigned Automatically 
If this indicator is set, a new version number is assigned automatically when the 
DMS user creates a new version of a document, 


Change Document 
If the indicator is set, then a change document is created when the document is 
changed. 
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27.2.3. Document Part 


A document part is defined as part of a document that is maintained as a separate 
document. This may be needed if the original document is large and can be 
divided into relevant sections. For instance, if a large specification document has 
relevant information for many different materials, the specification can be divided 
into part for the relevant materials. 


27.2.4. Document Version 


The document version describes the version number of the document. This is par- 
ticularly important in keeping the document current in situations where modifi- 
cations may have been made to specifications, engineering drawings, etc. 


27.2.5 Document Status 


The document can be given a status depending where it resides within the pro- 
cess. A status may be Released, In Approval, Rejected, Locked, etc. The status 
can defined in configuration and is shown in Figure 27.2. 


The status can be configured using the path IMG + Cross-Application Compo- 
nents - Document Management - Control Data - Define Document Types. 
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Figure 27.2 Document Statuses Configured in the DMS 
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27.3. Creating a Document 


27.3.1 Create a Document 


To create a document record, the transaction CVO1N is used, see Figure 27.3. The 
transaction can be found using the navigation path SAP Menu - Logistics - Cen- 
tral Functions - Document Management - Document - Create. 


The initial screen allows a document number to be entered if it is externally 
assigned or to leave a blank for an internal number assignment. The document 
type can be added as well as the document part and version if applicable. 
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Figure 27.3 Detail Screen for Document Creation Using Transaction CVO1N 


Description 


Once in the detail screen for creating a document, a long description should be 
added, which can be the title of the external document. 


Document Status 


The document status describes if the documents in its primary stage, initial stage, 
locked, or temporary. 
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Change Number 
The document can be linked to a change number that links together documents 
for the change. 


27.4 Linking an Object to a Document 


27.4.1 Configuration for Linking Documents 


Once the document record has been created, it can be linked to the object that it 
relates to. For instance, a Master Safety Data Sheet (MSDS) can be assigned to the 
material it was produced for. 


The document type has to be configured to allow links between the document 
type and the object, as seen in Figure 27.4. If a drawing is involved, document 
type DRW needs to be assigned to WBS element. The link then must be created 
between DRW and the object PRPS. This configuration can be found using the 
using the navigation path IMG + Cross-Application Components - Document 
Management - Control Data - Define Document Types. 


™ change View " Define object links": Overview 
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Figure 27.4 Configuration of Document Types and Links to Objects within SAP 


27.4.2. Linking a Document to a Material Master Record 


The most common link is between documents and the material master record. 
The material master has a built-in link process, and documents can be linked 


quickly. 
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Using transaction MMO1 for material master record creation, the DMS user can 
access the links to document management from the Basic data screen. The DMS 
user should access the header menu and select the Additional Data icon. This will 
display the additional data tabs for descriptions, unit of measure, European Arti- 
cle Numbers, (EAN), inspection text and document data. 


The documents tab can be selected, and a screen will be displayed where linked 
documents can be entered, as shown in Figure 27.5. 
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Figure 27.5 Entry screen for Linked Documents for Material Master Record Using Transaction 
MMO1 


27.4.3 Linking a Document to a Vendor Master Record 


Another common object to have in linked documents is the vendor master. The 
vendor can have documents linked to it via the vendor master creation transac- 
tion, XKKO1, as shown in Figure 27.6. 


The document links can be added to the vendor master record when the DMS 
user accesses the option through the header menu Extras - Documents. 
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Figure 27.6 Linked Documents to Vendor Created Using Transaction XKO1 
27.5 Documents and Classification 


27.5.1 Using Classification for Documents 


Using the classification system, characteristics can be used to describe a docu- 
ment. This will be increasingly more important as more and more document 
records are loaded into the DMS and finding the correct document becomes 
more difficult. 


In standard SAP, class type 017 has been pre-defined for documents. Therefore, 
to create a classification of documents, a set of characteristics can be created to 
combine into a class that can be assigned to a document, in the same way classi- 
fication is set up for any other object. This can be seen in Figure 27.7. 


Using transaction CL24N, the class can have any number of objects—in this case 
that would mean documents—assigned to it. The values for the characteristics 
can then be added. This will aid the end user when he or she is trying to find spe- 
cific documents. 
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Figure 27.7 Assignment of Document to Specific Class in Transaction CL24N 


This chapter described the processes included in the document management sys- 
tem (DMS). Most companies have developed or are developing strategies regard- 
ing their documents. Having hard-copy documents moving around an organiza- 
tion can cause delays, errors and miscommunication. The scanning of documents 
on receipt, e.g., invoices from vendors, is one way in which companies can reduce 
time between approvals and payment to vendors. Knowledge of the DMS in SAP 
is key when advising clients on best practices for purchasing and other areas 
where document management can be an issue. 
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B Glossary 


Account Assignment When creating an 
SAP requisition, charging the goods and/or 
services to a specific cost object and gene- 
ral-ledger account on the Account Assign- 
ment screen. 


Account Assignment Category Determi- 
nes which account assignment details are 
required for the purchase order item (e.g., 
cost center or account number). 


Account Determination A system func- 
tion that determines automatically the 
accounts in financial accounting to which 
the amount(s) in question should be pos- 
ted for the user during any posting trans- 
action. 


Alpha Factor Smoothing function in fore- 
casting 


Assembly Products that are combined. An 
assembly can be used as a component in 
another assembly. 


ASAP (AcceleratedSAP) Standardized 
methodology for R/3 implementations. 


Authorizations Access to a transaction in 
the SAP system is based on a set of autho- 
rized values for each of the fields in the 
system. Users are given access to the 
appropriate fields, screens, and data using 
the authorization or security programs. 


Authorization Check Check performed to 
determine whether a user is authorized to 
execute a particular function. 


Automatic Reorder Point Planning In 
consumption-based planning, if a material 
falls below its reorder point, a purchase 
requisition is created during the MRP run. 


Availability Check Check that is run as 
part of a goods movement to ensure the 
material stock balance does not go nega- 
tive. 


Backflushing Automatic issue of materi- 
als after they have been used in a produc- 
tion order or physically moved. 


Base Unit of Measure The unit of 
measure for a material from which all 
other units of measure for the material are 
converted, 


Batch An amount of material that is uni- 
que and managed separately from others. 


Batch Determination Function that 
allows a program (e.g., a sales order) to 
select a batch based on selection criteria. 


Blanket Order Standing purchase order 
(contract) with fixed start and end dates 
for repetitive purchases from a single ven- 
dor. Requisitioners can purchase against 
the order until the amount of the blanket 
order is depleted or the blanket order 
expires. 


Bill of Materials (BOM) List of all of the 
items, including quantity and unit of 
measure, that make up a finished product 
or assembly. 


Blocked Stock Valuated stock of a mate- 
rial that cannot be used. In the availability 
check, blocked stock is “not available". 


Change and Transport System (CTS) A 
tool for managing and transporting confi- 
guration changes from the development 
and quality systems to the production sys- 
tem. 


Change Management The change invol- 
ved in implementing an SAP system with 
new processes and procedures requires a 
level of change management to assist 
employees and management with the 
effects of change. 


Characteristic Description of a material 
that is defined by the user, such as color, 
viscosity, etc. 
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Characteristic Value The value that is assi- 
gned to a characteristic when it is used to 

describe a material, e.g,, the characteristic 
Color, the value may be entered as blue. 


Chart of Accounts Consists of a group of 
general ledger accounts. For each G/L 
account, the chart of accounts contains 
the account number, name, and any tech- 
nical information. 


Class Grouping of characteristics that in 
total describe an object. 


Client A self-contained unit in the SAP 
system with its own separate master 
records and set of tables. 


Company Code Used to represent an 
organizational unit with its own complete, 
self-contained set of cost objects for 
reporting purposes. 


Condition Used to calculate prices, dis- 
counts, taxes, etc., according to the selec- 
tion of vendor, customer, material, etc. 


Configuration The formal process of esta- 
blishing the SAP settings to support a com- 
pany's specific business rules, validations, 
and default values. 


Consumption-Based Planning A generic 
term for the procedure in materials 
resource planning (MRP) for which stock 
requirements and past consumption values 
are critical. 


Contract Long-term outline purchase 
agreement against which materials or ser- 
vices are released according to user 
requirements over a specified period of 
time, 


Cost Center Organizational unit within a 
controlling area that represents a separate 
location of cost incurred. Cost centers can 
be set up based on functional require- 
ments, allocation criteria, activities or ser- 
vices provided, location, or area of respon- 
sibility. 
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Customer A business partner with whom 
a relationship exists that involves the issue 
of goods or services. 


Customizing The process of configuring 
the SAP system to meet the business 
needs of the company. 


Cycle Counting The physical inventory 
that is performed on materials several 
times during the year, unlike a yearly phy- 
sical inventory. 


Dialog Box Part of the GUI, Itis a window 
that is called for by the main transaction 
and is displayed in the main window. 


Document The electronic record of a 
transaction, entered in SAP. Examples 
include a material document or an accoun- 
ting document. 


Document Management System (DMS) 
The system that captures and manages 
documents within an organization 


Dunning Notifying vendors to ensure the 
resubmission of vendor declarations that 
are about to reach their expiration dates. 


Electronic Data Interchange (EDI) Elec- 
tronic communication of business transac- 
tions, such as orders, confirmations, and 
invoices, between organizations. 


EnjoySAP A design of user interfaces that 
are visual, interactive, and personal, deve- 
loped by SAP. It has new visual aesthetics, 
a new interaction model, and a role-based 
personal user interface 


Factory Calendar Defined on the basis of 
a public holiday calendar. Shows the work 
days for the client. 


FIFO—first in, first out Materials and 
Products are withdrawn from stock for sale 
or use in the order of their acquisition. 


Financial Accounting The SAP module 

that monitors real-time values from finan- 
cially relevant transactions and maintains a 
consistent, reconciled, and auditable set of 


books for statutory reporting and manage- 
ment support. 


Forecast Estimation of the future values in 
a time series. 


G/L Account—general ledger account A 
six-digit code that records value move- 
ments in a company code and represents 
the G/L account items in a chart of 
accounts. 


Gamma Factor A smoothing factor for the 
seasonal index. 


Goods Issue A reduction in warehouse 
stock due to a withdrawal for consumption 
in-house or the delivery of goods to a cus- 
tomer. 


Handling Unit (HU) A physical item con- 
sisting of a material and packaging mate- 
rial, A handling unit has an identification 
number that can be used to recall the data 
on the HU, 


IDoc (Intermediate Document) data con- 
tainer for data exchange between SAP sys- 
tems or between an SAP system and an 
external system 


Implementation Guide (IMG) Explains 
the steps in the implementation process. 
The structure of the IMG is based on the 
application-component hierarchy and lists 
all the documentation that is relevant to 
implementing the SAP System. 


Inventory Adjustment Correction to the 
material stock level due to physical inven- 
tory or goods movements, 


Inventory Valuation Process of calculating 
the value of the material in the plant. 


Invoice Bill sent to the client from a ven- 
dor for goods and/or services delivered. 


Item Category Indicator that identifies 
whether certain fields are allowed for a 
material. 


Kanban A procedure for controlling pro- 
duction and material flow based on a chain 
of operations in production 


LIFO—last in, first out Materials and pro- 
ducts are withdrawn from stock for sale or 
use in the order of the most recent 
purchase. 


Lot Size A defined quantity to purchase or 
produce. 


Manufacturer Part Number (MPN) A 
material number that the vendor uses to 
identify their material. 


Material Group A group that classifies 
materials by commodity or service type 
and is used by the purchasing department 
for reporting purposes. 


Material Type A grouping of materials 
with the same basic attributes such as raw 
materials, semi-finished products, or fini- 
shed products. 


Material Valuation The determination of 
the value of the material in stock. 


Movement Type Indicates the type of 
goods movement. It enables the system to 
use predefined posting rules determining 
how the accounts are to be posted and 
how the material master record is to be 
updated. 


Material Requirements Planning (MRP) 
A term for procedures in production plan- 
ning that take Into account and plan future 
requirement during the creation of order 
proposals. 


MRP Controller The person responsible 
for a group of materials in MRP at a plant. 


MRP List A document in SAP that shows 
an overview of the result of the MRP run. 


MRP Type A key that controls the MRP 
process for a material 


Navigation Path Transactions are organi- 
zed into folders in a directory structure in 
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the navigation area. A navigation path is 
the series of folders you access in order to 
find and launch an SAP transaction. 


Negative Inventory A logical situation 
where the inventory is below zero due toa 
goods issue being performed before the 
goods receipt has been entered, 


One-Step Stock Transfer Issue of material 
one step where the material is issued and 
received simultaneously. 


One-Time Vendor A term for a vendor 
master record used for processing transac- 
tions with vendors who are not normally 
or have never been used, 


Operation A manufacturing activity step 
in a routing. Used in Production Planning. 


Output Device The name of the printer to 
which your SAP printouts will be sent, e.g., 
LPT1 or US99. Many SAP printers are 
labeled with the output device name. 


Park Saving a document, such as invoice, 
so that changes can be made at a later 
time. 


Physical Inventory The recording of 
actual stock levels of materials by coun- 
ting, weighing, or measuring at a given 
location at a specific time, 


Pipeline Material A material that flows 
directly into the production process such 
as electricity from power lines, water from 
a pipe, etc. 


Plant An organizational unit within the 
company code where material is produ- 
ced, purchased, and planned. 


Procurement Card An item issued bya 
company to employees who purchase 
material from selected vendors. 


Purchase Order Document generated by 
the purchasing department, A purchase 
order is an official order sent from the cli- 
ent to a vendor requesting goods and ser- 
vices, 
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Purchase Requisition A request by a user 
or a process to the purchasing department 
to purchase certain material at a specific 
time. 


Purchasing Group A person or group of 
people in the purchasing department 
responsible for purchasing a type of good 
or service. 


Purchasing Information Record An infor- 
mation record that defines the specific 
details for a vendor/material combination. 


Purchasing Organization An organizatio- 
nal unit that procures materials or services 
and negotiates the conditions of purchase 
with vendors, 


Putaway Used in warehouse management 
to describe the physical movement of the 
material into the bin locations, 


Quota Arrangement A purchasing con- 
cept that allows the source of supply for a 
material to be determined via quotas deci- 
ded upon with a number of vendors: Ven- 
dor A supplies 40%, vendor B supplies 
35% and Vendor C supplies 25%. 


Quotation A reply to a request for quota- 
tion from a vendor specifying its terms and 
conditions for the materials or servers 
required by the purchasing department. 


Release To approve a purchase requisition 
or a purchasing document. 


Release Strategy A set of business rules 

used to evaluate a purchase document or 
line item to determine the type of appro- 
vals needed before it can be released, 


Request for Quotation (RFQ) A request 
to a vendor or number of vendors for a 
quotation to supply materials or services. 


Reservation A request to the warehouse 
to ensure that certain materials are avai- 
lable on a certain date. 


Routing Defines one or more sequences 
of operations for the production of a 
material 


Safety Stock The level of material in stock 
below which a material shortage may 
occur, 


Scheduling Agreement A purchasing 
agreement with a vendor where they sup- 
ply material to the customer at agreed 
upon days and times. 


Serial Number An unique number assig- 
ned to a single item. Each item will have a 
unique number. For example, each 
vacuum cleaner produced at a plant has its 
own serial number. 


Subcontracting A form of outsourcing, 
where an external vendor produces mate- 
rial for the customer. 


Tolerance The dollar amount or percen- 
tage by which a document may exceed 
specification. For example a tolerance for a 
purchase order could be no more than 
10% per line item and no more than $500 
for the total of the purchase order. 


Transaction Code An unique command 
that is a shortcut to run an SAP transac- 
tion. A transaction code can contain letters 
or a combination of letters and numbers; 
e.g., ME21 for creating a purchase order, 
or MMBE for stock overview report. 


Transfer Order A warehouse management 
term that describes the request to move 
material to or from a storage bin. 


Transport Request A method of organi- 
zing changes to an R/3 system. The trans- 

port request records changes made to the 

system and controls what is transported to 
other systems in the landscape: eB, deve- 
lopment to quality then to production. 


Two-Step Stock Transfer A procedure 
whereby the stock is issued from one plant 
and then received at the receiving plant. 


This is the same for transfers between sto- 
rage locations. 


Unit of Measure Defines the amount or 
size of the material or service such as 
bottle (BT), each (EA), hour (Hn), etc. 


Universal Product Code (UPC) Standardi- 
zed number used in the U.S. to uniquely 
identify a material. The EAN number is 
used in Europe, 


Valuation The process of estimating the 
value of the company’s stock 


Vendor A business partner from whom 
materials and services are purchased. 


Vendor Evaluation The functionality that 

allows the vendors to be evaluated based 

on price, quality, service, and delivery reli- 
ability. The evaluation can determine how 
a material is sourced. 


Warehouse An organizational structure 
that resides within the Warehouse 
Management functionality. It can be linked 
to materials management via the storage 
location. 


Work Center A location used in Produc- 
tion Planning where a manufacturing ope- 
ration is performed. 


Workflow A routing tool in SAP that for- 
wards documents for review or approval. 
For instance, a requisition that needs to be 
approved is sent to the appropriate appro- 
ver's inbox. 
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